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From  the 
 Editor 


This  issue  of  the  Quarterly  has  originally  been  designed  to  fulfil  the  promise 
implied  in  last  April's  issue  to  publish  articles  analysing  the  environment  in 
which  the  then  new  Fifth  Development  Cabinet  of  Indonesia  would  have  to 
carry  out  its  tasks.  Yet,  the  April-July  quarter  turned  out  to  be  too  busy  a 
period  for  the  scholars  to  finish  the  articles  they  prepared  for  the  purpose,  and 
therefore  we  will  have  to  wait  for  our  later  issues  to  follow  the  result  of  their 
research. 


However,  the  articles  in  this  issue  have  been  selected  so  as  to  satisfy,  to 
some  extent,  the  need  to  know  the  situation  Indonesia  has  to  take  into  account 
in  developing  further  its  economy.  Although  being  originally  papers  presented 
at  the  Thirteenth  Indonesia-Japan  Conference  the  articles  inevitably  contain  a 
focus  on  the  bilateral  relations  between  the  two  countries  and  Japan's  role  in 
the  region  where  the  two  countries  exist  together,  the  readers  will  also  find  that 
Indonesia's  situation  is  thoroughly  discussed  as  well.  Moreover,  the  focus  on 
Japan  reflects  in  itself  one  aspect  of  Indonesia's  reality  as  a  country  that  has 
had,  and  apparently  will  continue  to  have,  intense  relationship  with  the 
economic  great  power  of  the  Northwest  Pacific. 

In  "Issues  on  Financing  Indonesia's  Development,  "for  example,  a  discus- 
sion on  Indonesia-Japan  co-operation  certainly  takes  an  important  place,  but 
the  author,  J.B.  Sumarlin,  Indonesia's  Minister  of  Finance,  also  gives  an 
overall  view  on  the  country's  economic  situation  including  the  problems  it 
faces  and  the  prospect  it  could  envisage.  Indonesia's  economic  situation  is  also 
discussed  by  Suhadi  Mangkusuwondo  in  "Indonesia,  ASEAN  and  Pacific 
Co-operation:  Economic  Development  and  Challenges, "  in  which  he  gives  a 
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brief  overview  of  the  options  ASEAN  has  in  developing  its  economic  co- 
operation, besides  an  analysis  on  "the  dawning  of  the  Pacific  Era"  as  In- 
donesia's and  ASEAN's  most  direct  external  environment. 

Although  economic  development  is  the  phenomenon  that  characterises  the 
Pacific,  there  are  certainly  factors  other  than  the  remarkable  shift  of  economic 
growth  to  the  Pacific  that  Indonesia  and  ASEAN  have  to  reckon  with  in 
assessing  external  environment.  In  "Indonesia,  ASEAN:  The  Political  and 
Security  Environment  in  the  Pacific"  A.  Hasnan  Habib  analyses  the  compli- 
cated configuration  that  constitutes  the  political  and  security  aspects  of  the  ex- 
ternal environment. 

Japan's  growth  into  an  economic  giant  has  not  only  been  a  pre-eminent 
factor  of  the  change  in  the  various  sectors  of  the  world  economy,  but  it  has 
also  engendered  discussions  on  Japan 's  part  in  world  politics  and  security,  par- 
ticularly in  the  Asia-Pacific  region.  While  Jusuf  Wanandi  gives  an  Indonesian 
view  on  the  matter  in  "Japan's  International  and  Regional  Role, "  a  promi- 
nent Japanese  scholar  in  strategic  studies,  Kiichi  Saiki,  gives  a  Japanese  view 
on  the  widely  aired  expectations  as  regards  his  country,  in  "Japan's  Growing 
Role:  An  International  Perspective. " 


Kajat  HAR  TO  YO 


Current 
.  Events 


The  Economy  of  East  Timor: 
To  Open  or  Not  to  Open 


In  mid- June  of  this  year,  the  governor  of  the  province  of  East  Timor, 
Mario  Viegas  Carrascalao,  asked  President  Soeharto  to  declare  the  province 
an  open  territory.  By  "open"  he  meant  that  visitors  --  at  least  from  other  parts 
of  Indonesia  --  no  longer  require  a  special  permit  to  enter  and  that  East 
Timorese  can  freely  travel  to  other  provinces.1 

East  Timor,  the  former  Portuguese  colony,  was  integrated  into  Indonesia 
as  the  country's  twenty  seventh  province  in  1976.  At  that  time,  security  con- 
sideration was  the  predominant  reason  for  the  province's  closed-area  status. 
However,  the  policy  was  also  justified  on  socio-economic  grounds.  Specifical- 
ly, the  policy  is  meant  to  provide  protection  to  local  residents  who  are  con- 
sidered not  strong  enough  yet  to  compete  with  outsiders  in  exploiting  eco- 
nomic opportunities  created  by  rapid  development  resulting  from  the  transfers 
of  massive  resources  into  the  province. 

Apparently,  this  "protection"  policy  is  now  no  longer  seen  to  be  in  the 
economic  interest  of  the  province.  As  stated  by  the  governor,  the  closed- 
area  status  of  the  province  hampers  the  province's  further  economic  develop- 
ment. Most  notably,  it  discourages  the  inflow  of  investments.  Today,  efforts 
to  attract  private  investments  have  become  the  province's  priority  task  in  view 


xThe  Jakarta  Post,  June  20  1988. 


270 


THE  INDONESIAN  QUARTERLY,  XVI/3 


of  reduced  public  resources  transfers  on  the  one  hand  and  growing  pressures  to 
create  enough  jobs  on  the  other  hand. 

It  is  also  found  that  the  "protection"  policy  has  not  been  effective  in  pro- 
tecting the  economic  interest  of  the  local  residents  themselves.  Despite  the 
closed  status,  the  uncontrolled  influx  of  small  merchants  from  neighbouring 
provinces  --  arriving  by  sea  or  land,  rather  than  by  air  ~  has  taken  away  much 
of  the  economic  opportunities  which  could  more  readily  be  exploited  by  the 
local  residents. 

Therefore,  the  central  thesis  underlying  the  governor's  call  for  a  review  of 
the  policy  is  that  ~  perhaps  unintentionally  ~  the  "protection"  policy  in  fact 
has  discouraged  the  inflow  of  people  and  resources  that  could  create  jobs,  but 
ironically  has  encouraged  the  inflow  of  people  that  take  away  jobs.  In  any 
case,  the  governor  proposed  that  an  inter-departmental  team  be  established  in 
Jakarta  to  reexamine  the  policy. 

Meanwhile,  it  should  be  useful  to  review  East  Timor's  economic  perfor- 
mance, especially  during  the  past  few  years.  Recently,  the  provincial  statistical 
office  in  Dilli,  East  Timor's  capital,  has  made  available  preliminary  estimates 
of  the  province's  GDP  for  the  period  1983-1986.  Despite  the  deficiencies  in- 
herent in  the  estimates,  the  resulting  picture  is  quite  instructive. 

As  shown  in  Table  1,  the  economy  has  not  undergone  a  structural  change 
during  the  period  1983-1986.  The  contribution  of  agriculture  to  total  GDP 
stood  at  about  45  per  cent  at  the  beginning  and  at  the  end  of  the  period.  The 
tendency  was  towards  a  decline  of  the  agricultural  sector  since  its  growth  rate 
was  less  than  half  of  the  economy's  growth  rate.  In  aggregrate  terms,  the  rate 
of  growth  of  the  agricultural  sector  barely  kept  up  with  the  rate  of  growth  of 
the  population. 

A  remarkable  feature  of  the  structure  of  East  Timor's  economy  was  (and 
still  is)  the  large  contribution  of  both  the  primary  (agricultural)  sector  and  the 
tertiary  (services)  sector  and  the  almost  inexistence  of  the  secondary  (manufac- 
turing, including  mining)  sector. 

Services,  including  government  and  defence,  contributed  to  over  half  of 
East  Timor's  GDP.  In  fact,  the  economy,  growing  by  an  average  of  5.9  per 
cent  per  annum  for  the  period  1983-1986,  was  largely  driven  by  the  services 
sector  which  grew  by  close  to  an  average  of  9  per  cent  per  annum. 
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The  contribution  of  government  and  defence  to  GDP  was  as  high  as  20  per 
cent  throughout.  The  other  services  sectors  were  no  less  important,  and  a 
closer  examination  clearly  indicated  that  the  growth  of  these  sectors  was  large- 
ly due  to  the  massive  transfers  of  development  funds  from  the  central  govern- 
ment. In  the  late  1970s  and  early  1980s  construction  activities  increased  drama- 
tically. This  performance  was  taken  over  by  the  transportation  sector  in  the 
subsequent  period.  It  grew  by  close  to  20  per  cent  per  annum  in  the  1983-1986 
period.  Trade  became  another  stimulus  to  growth,  but  this  was  largely  due  to 
the  growth  of  the  activity  from  a  state  of  almost  inexistence  before. 

Table  1 

GROWTH  AND  DISTRIBUTION  OF  EAST  TIMOR  GDP,  1983-1986 


Distribution  Annual  Growth 

1983  1986  1983-1986 


Agriculture 

45.4 

45.2 

2.4 

Food  Crops 

22.5 

22.6 

5.4 

Estate  Crops 

13.9 

17.0 

4.2 

Livestock 

8.8 

5.2 

-10.0 

Fisheries 

0.3 

0.4 

11.3 

Mining 

0.5 

0.5 

7.5 

Manufacturing 

1.2 

0.9 

-5.3 

Utilities 

0.6 

0.8 

13.4 

Construction 

12.1 

10.3 

4.2 

Trade,  Hotels  &  Restaurant 

8.2 

8.9 

6.9 

Transport  &  Communication 

5.1 

7.8 

19.3 

Banking  &  Financial  Services 

5.6 

4.7 

1.6 

Government  and  Defence 

20.5 

20.0 

11.1 

Other  Services 

0.8 

1.0 

17.3 

Total 

100 

100 

5.9 

(Rp  million) 

83,643 

132,043 

Note:  Distribution  based  on  current  prices;  growth  on  constant  1983  prices. 
Source:    Kantor  Statistik  Timor  Timur. 


While  employment  data  for  the  province  is  not  readily  available,  one  could 
easrty  suspect  that  these  sectors  also  have  been  in  the  forefront  in  the  creation 
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of  job  opportunities.  The  transportation  sector  provided  27,200  jobs  in  1986, 
equivalent  to  about  10  per  cent  of  the  total  labour  force.2 

The  prospect  of  continued  decline  in  the  rate  of  resources  transfers  from 
the  central  government  clearly  indicates  the  emergence  of  serious  problems 
ahead  unless  efforts  are  made  to  develop  new  engines  of  economic  growth. 
The  period  1983-1986  already  experienced  a  slowdown  in  construction,  which 
grew  by  a  mere  4  per  cent  per  annum.  Future  growth  of  the  transportation  sec- 
tor would  depend  upon  the  performance  of  the  economy  as  a  whole. 

The  secondary  sector  (including  mining)  has  remained  stagnant  over  the 
years.  The  contribution  of  mining  and  manufacturing  to  GDP  in  1986  was  less 
than  2  per  cent.  It  is  most  unlikely  that  these  sectors  could  become  the  pro- 
vince's main  engine  of  growth  for  the  foreseeable  future. 

Therefore,  development  of  the  province's  agricultural  sector  should 
become  all  the  more  important.  The  emphasis,  however,  should  not  be  given 
to  food  crops;  rather  the  focus  should  be  on  estate  crops,  livestock  and 
fisheries  in  which  the  province  clearly  has  a  comparative  advantage.  The 
stimulus  to  the  development  of  these  sectors  could  effectively  be  created  by  the 
participation  of  private  capital  through  the- introduction  of  improved  techni- 
ques and  technologies  and  the  provision  of  the  necessary  infrastructure,  both 
physical  and  institutional  (marketing  etc.). 

As  the  estimates  in  Table  1  showed,  the  estate  crops  sector  did  not  perform 
well,  while  the  livestock  sector  in  fact  experienced  a  decline.  The  growth  rate 
of  the  fisheries  sector  was  quite  remarkable  but  this  was  due  mainly  to  its  very 
small  base.  Fisheries  production  in  1987  amounted  to  just  600  tonnes,  but  it  is 
believed  that  the  potential  annual  catch  could  be  as  much  as  17,000  tonnes. 

Modernisation  of  those  sectors  will  create  employment  opportunities  for 
the  educated  local  residents  which  have  increased  dramatically  in  number  over 
the  past  few  years.  This  increase  will  continue  for  many  years  to  come.  Moder- 
nisation of  agriculture  also  is  important  because  it  could  sustain  the  growth  of 
the  various  services  sectors  which  have  become  important  providers  of  jobs  for 
the  educated  local  residents.  Tourism  is  identified  as  another  potential  sector 
for  East  Timor's  development. 

Thus,  from  an  economic  point  of  view  there  is  a  strong  case  for  the  opening 
up  of  the  province.  However,  the  decision  to  open  or  not  to  open  would  now 


2Berita  Antara,  May  27  1987. 
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depend  solely  on  the  assessment  of  the  province's  security  situation.  It  is  a 
comfort  to  note  that  significant  progress  also  has  been  achieved  in  this  field. 
As  reported  by  the  commission  on  security  matters  of  the  House  of  Represen- 
tatives (DPR)  recently,  security  has  been  completely  restored  in  the  western 
part  and  remaining  problems  have  been  pretty  much  contained  to  some  sectors 
in  the  eastern  part  of  the  province.3 


Hadi  SOESASTRO 


Tensions  in  the  Spratly  Islands 


Tension  has  recently  risen  again  over  the  Spratly  Islands  which  lie  astride  in  the 
strategic  South  China  Sea.  After  several  years  of  relative  calm,  on  14  March 
1988  the  area  was  disturbed  by  clashes  between  Chinese  and  Vietnamese  war- 
ships as  part  of  their  contest  for  sovereignty  over  the  Spratly  islands.  These 
were  preceded  by  charges  and  protests  against  each  other's  actions  in  and 
;  around  the  disputed  islands.  Almost  of  all  the  countries  that  have  a  claim  to 
•the  Spratly  became  involved  in  the  conflict  when  President  Corazon  Aquino 
ordered  the  Philippine  Navy  to  exercise  vigilance  in  the  Spratlys,  and  Malaysia 
confirmed  the  deployment  of  a  naval  contingent  in  three  islets  of  the  islands. 

The  Spratly  islands  consist  of  uninhabited  isles,  islets,  coral  reefs  and 
ishoals,  located  roughtly  250  miles  east  of  Vietnam,  100  miles  west  of  the 
Philippmes,  60  miles  north  of  Eastern  Malaysia,  and  about  700  miles  south  of 
[Mainland  China.  In  the  South  China  Sea,  only^ver  the  Spratlys  do  so  many 
Fparties  lay  their  claim  of  sovereignty.  The  conflict  resulting  from  the  dispute 
ccould  therefore  undermine  the  stability  of  Southeast  Asia.  It  could  also 
[threaten  the  security  of  the  sea  lines  of  communication  (SLOC)  in  the  South 
CChina  Sea  by  many  states  for  various  maritime  activities. 

So  far  five  parties  have  laid  claim  to  some  or  all  of  the  Spratly  islands  i  e 
m  People's  Republic  of  China,  Taiwan,  Vietnam,  the  Philippines  and  Malay- 
sia. Military  forces  from  these  countries  station  or  visit  regularly  the  area,  thus 

3  The  Jakarta  Post,  June  21  1988. 
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increasing  the  possibility  of  a  conflict  to  explode.  The  Spratly  islands  could, 
therefore,  threaten  peace  and  stability  in  Southeast  Asia,  unless  the  conflicting 
parties  opt  for  peaceful  means  to  settle  their  conflict. 

China's  claim  (by  Beijing  as_well  as  Taipei)  is  based  on  historical  records, 
on  the  exploration  and  exploitation  of  the  islands  by  Chinese  seafarers  since  as 
early  as  the  13th  century,  and  on  the  administration  of  the  islands  thereafter  by 
various  Chinese  imperial  governments.  In  the  1930s,  however,  the  Chinese 
claim  was  seriously  challenged  by  the  French  colonial  administration  of  In- 
dochina. France's  claim  to  the  islands  was  based  on  the  fact  that  Vietnam's 
Emperor  Gia  Long  in  the  early  19th  century  governed  some  of  the  islands.  And 
toward  the  end  of  the  1930s  France  occupied  the  islands.  In  World  War  II, 
Japan  occupied  Vietnam  and  the  islands  until  it  lost  the  war  in  August  1945. 
Subsequently,  after  sending  a  naval  contingent  and  officials  of  the  Ministry  of 
Home  Affairs,  China  took  over  the  islands.  When  the  Communists  seized 
power  in  mainland  China,  the  nationalist  forces  fled  to  Taiwan  and  so  did 
their  forces  deployed  in  the  Paracel  and  Spratly  islands. 

Similarly,  the  Vietnamese  claim  to  the  islands  is  based  on  historical  records 
and  administration.  As  mentioned  above,  Vietnam's  former  colonial  master, 
France,  occupied  the  islands  until  the  eve  of  World  War  II.  When  Japanese 
forces  withdrew  from  South  China  Sea  following  their  surrender  to  the  allied 
forces  at  the  end  of  the  war  and  a  peace  treaty  was  concluded  in  San  Francisco 
in  1951,  there  was  no  conclusion  as  to  whom  the  sovereignty  over  the  Paracel 
and  Spratly  islands  was  to  be  transferred.  In  1956  the  South  Vietnamese 
government  sent  a  naval  task  force  to  the  Spratly  islands  where  it  remained 
until  the  fall  of  Saigon  in  1975.  Then  the  Democratic  Republic  of  Vietnam, 
which  later  became  the  present  Socialist  Republic  of  Vietnam,  began  to  occupy 
some  islands  previously  occupied  by  the  Saigon  regime. 

By  contrast,  the  Philippines  and  Malaysia  are  newcomers  to  lay  claim  to 
some  of  the  Spratly  islands.  The  Philippines'  claim  can  be  traced  back  to  1956 
when  a  Filipino  lawyer  and  businessman,  Tomas  Cloma,  conducted  an  expedi- 
tion to  the  islands  and  asked  the  Philippine  government  for  protection  of  its 
ownership  he  claimed  of  the  islands.  And  the  claim  became  apparent  in  June 
1978,  when  President  Ferdinand  E.  Marcos  signed  an  executive  order  to  annex 
several  islands  in  the  Spratlys  to  Philippine  territory.  In  the  case  of  Malaysia,  its 
claim  to  some  islets  in  the  southern  part  of  the  islands  was  made  public  when 
the  Malaysian  government  issued  a  new  map  of  the  country  which  includes 
those  parts  of  the  Spratly  islands.  Thus  both  the  Philippines  and  Malaysia 
have  since  occupied  several  islands  in. the  Spratlys. 
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Indeed,  the  Spratly  islands  have  become  a  dangerous  ground  in  Southeast 
Asian  politics  and  security.  As  the  dispute  about  sovereignty  over  the  islands 
continues  not  only  between  the  PRC  (and  in  this  regard  also  Taiwan)  and  Viet- 
nam but  also  between  the  Philippines  and  Malaysia,  it  is  almost  impossible  to 
determine  which  party  or  parties  are  rightly  sovereign  over  a  part  or  all  of  the 
islands.  Each  party  claims  its  jurisdiction  based  on  its  own  reason  and  in- 
terests. These  reasons  and  interests  involve  historical,  legal,  political,  security 
and  economic  aspects  that  are  too  complicated  to  be  treated  sufficiently  in  a 
very  short  commentary.  Suffice  it  to  say  that  as  long  as  there  is  no  common 
ground  acceptable  to  each  party  in  settling  the  dispute  on  sovereignty,  danger 
can  be  expected  to  emerge  in  the  future. 

Justifying  the-  claim  by  certain  parties  on  the  basis  of  historical  records 
alone  may  not  be  sufficient.  What  is  at  issue  is  basically  the  legitimacy  of  the 
claim  to  the  territory  according  to  international  law  and  practice.  A  Korean 
scholar,  Choon-ho  Park,  in  his  work,  East  Asia  and  the  Law  of  the  Sea  (Seoul: 
Seoul  National  University  Press,  1983),  points  out  that  most  of  early  works  are 
merely  old  records  that  describe  occasional  use  of  the  disputed  islands  by 
claimants'  seafarers  at  one  time  or  another.  Furthermore,  to  what  extent  can 
historical  records  be  used  as  a  basis  for  a  territorial  claim  in  modern  age,  con- 
sidering that  the  claimants  have  undergone  too  many  changes  over  time  from 
their  past?  However,  if  international  law  is  used  as  reference  in  judging 
disputes  over  territorial  sovereignty,  is  it  totally  applicable  to  a  case  in  an 
Asian  environment  which  is  different  from  that  of  Europe  where  international 
law  developed? 

The  already  complicated  dispute  of  sovereignty  would  appear  even  more 
complicated  if  the  question  is  asked  why  it  is  now  in  1988  that  the  issue  has  re- 
emerged.  Particularly,  why  did  China  involve  itself  in  a  naval  clash  with  Viet- 
nam? Does  it  have  to  do  with  the  Kampuchean  problem  which  remains 
unresolved,  to  teach  Vietnam  "a  second  lesson,"  so  as  to  exert  some  more 
pressure  to  force  Vietnam  to  withdraw  its  forces  from  Kampuchea?  But  it  is 
unlikely  that  the  PRC  takes  such  actions  primarily  because  of  Vietnam's  con- 
tinued occupation  of  Kampuchea  considering  that  the  current  Chinese  policy 
on  Kampuchea  has  been  very  well  understood  by  Vietnam  and  it  will  be  clearer 
to  Vietnam  if  such  a  pressure  is  conducted  through  Sino- Vietnamese  land 
borders.  It  looks  more  plausible  to  relate  the  Chinese  action  to  the  efforts  cur- 
rently undertaken  by  Vietnam  to  explore  and  to  exploit  oil  and  gas  in  the  still 
disputed  South  China  Sea  area.  Apparently  China's  willingness  to  risk  a 
military  conflict  in  the  area  has  been  demonstrated  to  warn  Vietnam  and  the 
other  parties  that  the  area  is  (also)  claimed  by  China. 
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The  reassertion  claims  by  so  many  parties  in  the  1970s  may  relate  to  two 
events  that  occurred  in  1973.  At  that  time  oil  prices  increased  substantially  and 
have  remained  high  compared  to  those  of  pre- 1973,  and  it  was  at  that  time  also 
that  the  Third  Conference  on  the  Law  of  the  Sea  began.  Studies  have  indicated 
that  the  South  China  Sea  area  is  rich  in  petroleum  and  gas  deposits  and  other 
marine  resources.  Control  over  the  area  would  therefore  be  economically 
beneficial,  particularly  if  linked  to  the  right  to  exploit  the  exclusive  economic 
zone  provided  for  by  the  new  Law  of  the  Sea,  not  to  mention  the  importance 
of  the  waters  surrounding  the  Spratly  islands  for  commerce  and  defence. 

Considering  the  strategic,  economic,  political  and  security  interests  which 
the  disputing  claimants  apparently  give  behind  their  respective  claims,  it  seems 
that  an  international  co-operation  is  needed  with  a  view  to  attaining  a  solution 
acceptable  to  all  parties  involved.  As  long  as  the  dispute  remains  unresolved,  it 
is  unlikely  that  the  exploration  and  exploitation  of  the  area  could  be  done  to 
benefit  all  parties  concerned.  It  has  been  clear  that  unilateral  action  by  any 
claimant  is  unacceptable  to  other  claimants,  and  such  a  situation  would  en- 
danger every  littoral  state.  Thus  international  co-operation,  be  it  in  the  form 
of  agreements  on  international  boundaries  or  "joint  management"  of  the  area 
as  suggested  by  some  quoters,  seems  to  be  the  best  choice  both  to  the  claimants 
and  to  other  countries  that  make  use  of  the  South  China  Sea.  This  might  be  a 
tough  task,  but,  conflict  in  the  area  would  otherwise  prevail,  harmful  to  the 
security  and  stability  of. Southeast  Asia  and  thus  to  the  development  efforts  of 
the  countries  in  the  region. 

It  is  with  such  considerations  in  view  that  Indonesia,  which  is  one  of  the  lit- 
toral states  of  the  South  China  Sea,  is  concerned  over  the  tense  situation  in  the 
Spratly  islands.  Indonesia's  northern-most  territorial  waters,  around  the 
Natuna  Islands,  interlock  with  the  South  China  Sea;  Indonesia  is  interested  in 
maintaining  close  and  friendly  relations  and  co-operation  with  all  neigh- 
bouring countries,  including  the  claimants,  in  order  to  maintain  an  environ- 
ment that  is  favourable  to  its  development  and  security  efforts.  Indonesia  is 
also  interested  in  preventing  conflicts  between  neighbouring  countries,  since 
such  conflicts  would  readily  serve  external  powers  to  justify  an  interference  in 
the  affairs  of  the  region. 

A.R.  SUTOPO 


Issues  on  * 

Financing  Indonesia's  Development 

J.B.  SUMARLIN 


The  economic  relationship  between  Japan  and  Indonesia  is  surely  one  of  the 
strongest  bilateral  relationship  in  the  world  today.  Whether  in  trade,  direct 
foreign  investment,  financial  assistance  or  in  the  sourcing  of  mutually  strategic 
goods  and  services.  The  link  between  Indonesia  and  Japan  represents  a  bond  of 
such  enormous  mutual  benefit  that  the  link  will  almost  certainly  continue  to 
strengthen  in  the  years  ahead.  On  the  trade  side,  combined  bilateral  flows  be- 
tween Indonesia  and  Japan  reached  US$11  billion  during  the  1987-1988  fiscal 
year.  Japan  represents  the  largest  single  market  for  Indonesia's  exports,  and 
by  a  wide  margin.  Several  among  Japan's  imports  from  Indonesia  play  an 
essential  role  in  ensuring  Japan's  continuing  economic  strength.  On  the  In- 
donesian side,  imports  from  Japan,  though  smaller  in  volume,  represent  the 
largest  single  source  of  Indonesian  imported  goods,  and  play  a  key  role  in  sup- 
plying Indonesia  with  its  import  needs. 

On  another  equally  important  front,  Japanese  enterprises  today  enjoy  an 
enormous  exposure  of  direct  foreign  investment  within  the  Indonesian  eco- 
nomy. Not  only  is  direct  foreign  investment  by  Japanese  interests  the  largest 
single  source  of  foreign  investment  in  Indonesia  today,  it  also  represents  the 
largest  single  exposure  of  Japanese  private  capital  in  any  country  in  the  world 
after  the  United  States.  This  impact  of  investment  commitment  has  been  to 
give  Japanese  investors  an  enormous  stake  in  the  continued  health  and  vibran- 
cy of  Indonesia's  growing  domestic  market.  In  times  to  come  Indonesia  will 
also  serve  as  an  increasingly  important  source  for  parts  and  components  re- 
quired by  Japanese  firms  in  supplying  export  markets  throughout  the  world  as 
well. 

This  article  is  originally  remarks  delivered  at  the  Thirteenth  Indonesia-Japan  Conference  Bali 
June  6-7  1988,  sponsored  by  CSIS  and  JIIA  (Tokyo). 
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Finally,  Japan  is  now  well  established  as  the  largest  of  all  Indonesia's 
donor  countries.  In  addition  to  the  sheer  size  of  the  commitment,  Japan  has 
.  also  been  helpful  in  developing  funding  vehicles  well  attuned  to  Indonesia's 
particular  funding  needs.  Barely  two  weeks  ago,  Japan  unveiled  a  strikingly 
new  financial  package  to  assist  Indonesia  during  the  forthcoming  fiscal  year- 
loans  totalling  US$2.3  billion.  This  brief  summary  touches  merely  on  the  high- 
lights of  Indonesian- Japanese  mutual  co-operation.  As  this  relationship  forms 
the  key  focus  of  this  discussion,  I  will  discuss  this  important  topic  and  attempt 
to  outline  ways  in  which  I  believe  this  relationship  could  be  strengthened  even 
further.  Before  doing  so,  however,  I  would  like  to  switch  the  focus  entirely  to 
Indonesia  ~  and  in  particular,  to  Indonesia's  current  economic  situation. 

Seen  in  the  context  of  Indonesia's  short-term  economic  needs,  as  well  as 
her  medium-and  long-term  economic  prospects,  it  is  my  belief  that  the  unique- 
ly valuable  role  which  Japan  can  play  in  assisting  Indonesia's  development  will 
emerge  with  greater  clarity. 

As  many  people  undoubtedly  know,  Indonesia's  economy  is  undergoing  a 
period  of  considerable  difficulty  and  stress.  Expressed  in  simple  terms,  for  the 
past  two  years,  and  for  at  least  the  next  two  years  to  come,  the  country  is  ex- 
periencing pressures  in  its  cash  flow  position  being  the  result  of  a  sharp  in- 
crease in  her  budgetary  spending  requirements  at  the  very  time  as  her  revenues 
have  gone  into  a  temporary,  but  abrupt,  decline.  This  is  the  most  unhappy 
coincidence  of  conflicting  forces.  Specifically,  the  harsh  jump  in  Indonesia's 
foreign  debt  repayment  obligations,  while  concurrently,  more  than  25  per  cent 
of  her  national  income  has  been  wiped  out  through  falling  oil  prices  — 
together,  these  have  placed  Indonesia's  economy  under  pressures  and  have 
strained  her  short-term  resources. 

However,  what  is  equally  clear  is  that  this  is  a  temporary  setback  only  -  one 
which,  through  sound  management,  will  successfully  be  overcome.  From  the 
point  of  view  of  the  larger  economic  fundamentals  ~  by  which  I  mean  In- 
donesia's overall  ability  to  generate  wealth  —  two  decades  of  steady  diversifica- 
tion and  expansion  of  this  country's  economic  apparatus  have  placed  In- 
donesia today  in  a  position  of  unprecedented  economic  resilience  and  durabili- 
ty. However  daunting  the  short-term  problems  faced,  Indonesia's  prospects 
for  economic  stability  and  growth  in  the  medium-and  longer-term  have  never 
been  greater. 

To  better  understand  the  current  problems  and  prospects  of  the  Indonesian 
economy,  let  us  go  back  a  bit  to  describe  the  broad  developments  leading  to 
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the  situation  Indonesia  finds  herself  in  today. 

Throughout  the  19  years  that  have  elapsed  since  the  process  of  orderly 
economic  development  planning  was  launched  in  1969  with  her  first  Five-Year 
Development  Plan  (Repelita  I),  economic  management  in  Indonesia  has  been 
driven  by  several  fundamental  goals: 

-  First,  maintaining  and  strengthening  the  country's  agricultural  economic 
base  through  steady  investment  of  public  funds  in  improved  infrastructure 
and  technology; 

-  Second,  developing  a  domestic  capability  in  primary,  secondary  and  tertiary 
manufacturing,  aimed  both  at  meeting  domestic  consumer  needs  and  at  pro- 
ducing goods  for  export; 

-  Third,  investment  of  public  funds  in  the  infrastructure  requirements  of  full 
national  development,  involving  equal  attention  to  human  welfare  (through 
education,  shelter  and  public  health)  and  to  economic  growth  (through 
transportation,  communications,  utilities,  financial  services  and  others); 

-  And  fourth,  gaining  maximum  possible  benefit  from  the  nation's  natural 
resource  base  by  competent  exploitation  and  marketing  and,  where  possible, 
by  adding  value  to  these  products  through  secondary  processing  operations. 

Looking  back  two  decades,  from  now  these  were  ambitious  goals  for  a  nation 
then  still  barely  emerging  from  the  years  of  revolutionary  and  political  conflict 
and  possessing  almost  no  indigenous  base  of  capital  funds. 

Indeed,  Indonesia's  initial  progress  in  furthering  these  goals  was  made 
possible  only  through  massive  external  capital  flows  into  the  Indonesian 
economy  three  "windfall"  sources: 

-  foreign  investment, 

-  foreign  assistance  and, 

-  Indonesia's  own  domestic  revenues  from  oil  and  gas. 

Working  together,  these  three  primary  sources  of  public  and  private  capital 
served  as  a  vital  catalyst  powering  the  rapid  expansion  of  the  Indonesian 
economy  throughout  the  past  20  years.  In  terms  of  private  capital  inflow, 
foreign  investors  have  played  a  pivotal  role  in  the  build-up  of  Indonesia's 
present-day  manufacturing  and  industrial  capability.  Since  1967  ~  with  Japan 
in  the  lead,  as  mentioned  earlier  -  more  than  US$17  billion  in  direct  foreign  in- 
vestment has  flown  into  joint-venture  businesses  from  offshore  firms;  if  addi- 
tional investments  in  the  mining,  energy  and  financial  sectors  are  included  as 
well,  that  figure  has  more  than  doubled. 
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In  terms  of  official  government  flows,  foreign  assistance  -  through  grants 
and  loans  -  has  added  greatly  to  Indonesia's  ability  to  fund  essential  in- 
frastructure development  projects.  Through  the  generosity  of  Indonesia's 
bilateral  and  multilateral  donors,  many  billions  of  US  dollar  in  grants  and  con- 
cessional funding  have  been  invested  in  building  and  upgrading  the  country's 
infrastructure  since  the  founding  of  the  Inter-Governmental  Group  on  In- 
donesia (IGGI)  two  decades  ago.  And,  of  course,  Indonesia's  own  oil  and  gas 
revenues  -  particularly  during  the  decade  of  OPEC-led  price  increases 
1973-1983  ~  supplied  Indonesia  with  capital  flows  of  a  magnitude  so  great  that 
the  entire  economy  was  able  to  flourish  alongside.  Oil  and  gas  exports  pro- 
vided not  only  enormous  revenues  for  reinvestment  into  critical  public  sector 
development  projects,  but  also  created  widespread  spin  off  benefits  to  a  host 
of  secondary  and  service  industries  within  the  private  sector. 

Capital,  of  course,  begets  further  wealth.  Fuelled  by  these  investments,  the 
past  two  decades  saw  not  only  a  seven-fold  rise  in  the  per  capita  income  of 
every  man,  woman  and  child  in  Indonesia  but  also  witnessed  the  growth  of 
significant  sources  of  domestically-owned  Indonesian  capital  adding  to  the  na- 
tion's economic  base  and  further  increasing  Indonesia's  capacity  for  economic 
growth.  Today,  the  Indonesian  economic  apparatus  is  capable  of  producing 
not  only  a  significant  proportion  of  the  goods  and  services  required  for 
domestic  consumption,  but  also  an  enormous  range  of  export  products  of  suf- 
ficient value  to  maintain  a  balance  of  trade  that  is  consistently  in  Indonesia's 
favour. 

More  significant  still  is  the  composition  of  today's  Indonesia's  imports  and 
exports  as  compared  to  20  years  ago.  Long  gone  are  the  days  when  basic 
agricultural  and  estate  commodities  provided  the  bulk  of  Indonesia's  foreign 
earnings,  or,  for  that  matter,  when  basic  foodstuffs  comprised  a  costly  share 
of  the  country's  import  requirements.  In  fact,  while  the  level  of  Indonesia's 
agricultural  exports  has  risen  sharply  over  the  past  two  decades  -  thanks  to  the 
enormous  improvements  in  the  yields  and  productivity  -  agriculture  has  been 
decisively  overtaken  by  manufactured  and  industrial  products  in  the  composi- 
tion of  Indonesia's  national  export  trade. 

On  the  import  side,  where  once  Indonesia  relied  almost  entirely  on  imports 
for  so  many  of  its  basic  domestic  needs  —  from  steel  and  cement  to  auto- 
mobiles and  electronics  -  the  country  is  today  not  only  nearing  self-sufficiency 
but  penetrating  export  market  as  well.  Those,  of  course,  are  the  positive  in- 
dicators of  an  economy  well  launched  on  a  path  toward  independence,  diver- 
sification and  maturity. 
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As  Indonesia's  capabilities  have  grown,  however,  so  also  have  her  needs. 
The  costs  running  the  government  ~  of  maintaining  the  pace  of  development 
and  providing  Indonesian  citizens  with  the  services  they  need  and  expect  — 
have  increased  alongside  the  economy  they  have  grown  up  with.  The  increased 
awareness  of  Indonesia's  citizens  ~  aided  by  superior  education  and  by  in- 
creased participation  in  a  consumer  economy  --  has  strengthened  the  demand 
for  continuous,  sustained  economic  growth  to  provide  more  jobs  and  higher 
wages.  With  nearly  2,0  million  young  Indonesians  swelling  the  ranks  of  the 
workforce  every  year,  Indonesia  requires  constant  economic  growth  merely  to 
provide  all  her  citizens  with  a  viable  economic  role  within  the  society. 

As  Indonesia  searches  for  ways  to  ensure  that  her  businesses  remain  in- 
novative and  competitive,  with  a  workforce  trained  in  the  necessary  skills,  In- 
donesia recognises  that  she  continues  to  require  enormous  investments  of 
capital  ~  both  public  and  private  ~  to  maintain  the  appropriate  pace  of 
economic  growth. 

It  is  against  this  background  that  the  present  pressures  facing  the  Indone- 
sian economy  come  into  clearest  focus.  Irrespective  of  the  enormous  gains  In- 
donesia has  achieved  in  expanding  the  base  of  her  export  revenues,  the  fact  is 
that  she  has  had  to  absorb  an  abrupt  loss  of  more  than  US$2  billion  in 
revenues  during  the  past  two  years  as  a  result  of  falling  oil  prices.  Equally 
jolting,  during  the  same  period,  the  cost  of  servicing  her  foreign  debt  has  gone 
up  by  almost  exactly  the  same  amount.  This  is  not  caused  by  a  sudden  burst  of 
reckless  foreign  borrowing.  Far  from  it.  While  it  is  true  that  Indonesia  in- 
curred some  acceleration  of  foreign  debts  during  the  early  1980s  to  ease  the  ad- 
justment to  the  initial  fall  in  oil  prices,  her  borrowing  however  has  always  re- 
mained within  prudent  levels. 

The  overwhelming  cause  of  the  sharp  increase  in  Indonesia's  payment 
burden  over  the  past  two  years  is  of  course  the  sweeping  change  in  the  value  of 
the  Japanese  Yen  versus  the  US  dollar.  With  approximately  40  per  cent  of  the 
country's  debt  denominated  in  Yen,  the  appreciation  of  the  Yen  to  the  dollar 
since  1985  has  added  the  equivalent  of  US$1.5  billion  in  additional  debt  pay- 
ments this  year  alone  ~  fully  three-quarters  of  the  amount  by  which  its  debt 
payments  have  ballooned  during  the  past  two  years. 

As  recently  as  1985-1986,  before  the  realignment  of  the  Yen,  debt  service 
payments  comprised  less  than  30  per  cent  of  routine  expenditures  under  the  In- 
donesian state  budget.  By  last  year,  45  per  cent  of  Indonesia's  revenues 
available  for  routine  expenditures  were  siphoned  off  to  pay  that  debt.  During 
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the  present  fiscal  year,  Indonesia  expects  to  direct  fully  50  per  cent  of  its  entire 
routine  revenue  base  to  repay  old  debts  -  most  of  it  in  a  revalued  currency  at  a 
cost  far  exceeding  the  value  of  the  original  loans. 

For  four  years  now,  Indonesia's  economic  policy-makers  have  struggled  to 
find  appropriate  -  and  effective  -  solutions  to  manage  a  worsening  picture  of 
short-term  revenue  shortfalls.  Overall,  the  country  has  achieved  remarkable 
success. 

It  goes  without  saying  that  part  of  Indonesia's  effort  has  been  founded  on 
austerity  and  cutbacks  in  spending.  While  Indonesia  has  succeeded  in  mar- 
shalling the  political  will  to  make  many  tough  choices,  the  decisions  have  not 
been  without  pain  ~  particularly  in  the  case  of  her  civil  servants  and  military 
personnel,  who  have  gone  without  an  increase  in  wages  for  the  past  three  years 
in  a  row.  And,  while  Indonesia  has  tried  to  ensure  that  her  spending  priorities 
remain  accutely  focused,  it  is  inevitable  that  the  austerity  of  the  past  three 
years  has  served  somewhat  as  a  tourniquet  restricting  the  flow  of  needed 
resources  to  an  economy  hungry  for  stimulus. 

Far  from  merely  adopting  restrictive  measures,  however,  Indonesia's  real 
successes  have  been  achieved  through  a  bold  series  of  pro-active  and 
stimulative  measures  aimed  at  genuine  economic  revitalisation.  Three 
measures  in  particular  ~  tax  reform,  customs  reorganisation  and  replacement 
of  non-tariff  barriers  (NTBs)  with  fair  tariff  structures  -  have  served  not  only 
as  a  valuable  stimulus  to  private  sector  business  growth  but  have  also  helped 
capture  increased  government  revenues.  Tax  reform  alone  has  boosted  the 
share  of  non-oil  revenues  in  GDP  from  6.3  to  8.4  per  cent  since  1984. 

Three  other  key  areas  of  economic  activity  have  received  special  attention 
through  a  broad  programme  of  fiscal,  monetary  and  administrative  reform.  I 
am  referring  to  the  productivity  of  Indonesia's  manufactures,  their  ability  to 
compete  aggressively  in  export  markets,  and  the  climate  of  Indonesia's  foreign 
investment  laws. 

The  response  to  the  many  improvements  in  each  of  these  three  critical  areas 
has  been  especially  gratifying.  During  last  fiscal  year,  Indonesia's  non-oil  and 
gas  exports  surged  by  more  than  30  per  cent  to  overtake  oil  and  gas  revenues 
for  the  first  time  since  the  oil  revolution  of  1973.  Oil  revenues  too  climbed 
back  somewhat  from  the  depths  of  1986.  The  combined  effect  saw  a  stunning 
drop  in  Indonesia's  balance  of  payments  deficit  from  a  dangerous  US$4.1 
billion  in  fiscal  1986-1987  to  last  year's  level  of  US$1.7  billion. 
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On  the  investment  front,  meanwhile,  BKPM,  Indonesia's  investment 
review  agency,  last  year  recorded  the  second  highest  level  of  applications  by 
foreign  investors  the  country  has  ever  had,  while  the  commitment  by  domestic 
investors  was  the  largest  in  the  country's  history.  Continuing  this  trend,  in- 
vestments in  the  first  quarter  of  1988  have  surpassed  the  entire  total  for  1987. 
On  other  fronts,  Indonesia  is  continuing  to  implement  policies  aimed  at  mobi- 
lising greater  private  savings,  both  by  promoting  the  development  of  financial 
institutions  in  rural  areas  and  by  taking  measures  to  develop  financial  institu- 
tions in  rural  areas  and  Indonesia's  capital  markets  more  fully  as  well.  To 
assist  the  transformation  from  savings  to  productive  investment,  Indonesia 
has  just  introduced  an  over-the-counter  stock  market  and  has  taken  additional 
measures  simplifying  the  procedures  for  companies  wishing  to  sell  shares  or 
issue  bonds. 


Every  one  of  these  measures  -  as  well  as  the  results  they  have  shown  so 
far  ~  are  positive  indicators  that  the  Indonesian  economy  is  quickly  reaching 
the  level  of  maturity  and  diversification  to  carry  it  forward  aggressively  into 
the  1990s  and  beyond.  In  fact,  the  future  is  really  the  least  of  our  worries.  The 
greater  challenge  lies  in  managing  the  present. 

As  mentioned  earlier,  Indonesia  is  faced  with  a  serious  problem  of  short- 
term  financing.  This  year,  and  for  the  next  two  or  three  years  to  come,  In- 
donesia must  continue  to  rely  on  foreign  assistance  to  provide  additional 
financing  for  her  investment  and  foreign  exchange  requirements.  The  coun- 
try's projections  indicate  that  during  the  current  fiscal  year,  the  total  official 
capital  inflow  required  (financing  gap)  in  disbursement  terms  will  be  no  less 
than  US$5.3  billion.  In  addition  to  official  assistance,  private  capital  flows  will 
also  play  an  important  role.  Indonesia  will,  therefore,  continue  to  promote 
foreign  investment. 


Assuming  the  gap  is  bridged  through  a  combination  of  official  assistance 
and  private  capital  flows  -  the  fact  remains  that  Indonesia's  economy  is  now 
poised  at  the  brink  of  a  major  structural  turning-point,  yet  starved  of  the 
operating  funds  necessary  to  bring  this  to  fruition. 

As  we  look  further  into  the  future,  we  cannot  help  but  be  somewhat  dis- 
couraged by  the  less  than  optimal  trends  characterising  recent  patterns  of 
capital  flows  from  the  industrialised  countries  to  the  developing  world.  Sta- 
tistics reveal  that  the  countries  currently  registering  large  current  account 
surpluses  -  most  notably  West  Germany  and  Japan  itself  ~  have  been  placing 
most  of  their  surplus  funds  not  in  the  developing  world,  but  in  other  in- 
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dustrialised  countries.  In  1986,  for  example,  fully  87  per  cent  of  Japan's  exter- 
nal credit  was  extended  to  other  OECD  countries  -  particularly  the  US  -  while 
a  mere  7  per  cent  was  extended  to  developing  countries.  What  happenned  to 
the  days  of  1979,  where  similar  statistics  show  the  amount  lent,  given  or  in- 
vested in  developing  countries  amounted  to  one-third  of  Japan's  Yen 
surplusses? 

More  disturbing  still  has  been  the  trend  in  recent  years  toward  an  absolute 
global  reduction  in  the  flow  of  funds  from  industrialised  countries  to  the  de- 
veloping world.  From  a  height  of  US$139  billion  in  1981,  transfers  have 
sagged,  and  remained  flat,  at  about  US$85  billion  for  the  past  three  successive 
years. 

As  we  are  aware,  a  central  cause  of  smaller  financial  flows  to  developing 
countries  has  been  a  drastic  reduction  in  the  level  of  bank  loans  and  export 
credits  ~  from  US$70  billion  in  1981  to  a  mere  US$7  billion  in  1986.  After  the 
liberal  loans  of  the  1970s  and  early  1980s  ~  and  the  celebrated  defaults  that 
followed  in  the  case  of  certain  debtor  countries  ~  lenders  might  be  forgiven  for 
wishing  to  reduce  their  debt  exposure  in  developing  countries  as  a  whole.  But 
not  all  countries  are  the  same.  Indonesia,  enjoys  a  spotless  record  of  debt 
repayment,  should  not  be  tarred  with  any  other  country's  brush. 

Notwithstanding  the  reticence  of  private  lending  institutions,  what  is  hard 
to  explain  is  the  emerging  patterns  of  development  assistance  at  the  official 
level.  As  a  case  in  point,  in  1985,  official  development  assistance  averaged 
US$16  per  capita  for  countries  classified  by  the  World  Bank  as  "low  income" 
(excluding  China  and  India).  The  comparable  figure  for  "low-middle  income 
countries"  was  US$15  and  for  "middle  income"  countries,  US$11  per  capita. 
Indonesia  has  been  classified  for  several  years  in  the  latter  category  ~  as  a  mid- 
dle income  country  -  yet  official  assistance  in  1985  to  Indonesia  amounted  to  a 
mere  US$4  per  capita.  Indeed,  in  that  year,  no  less  than  36  countries  richer 
than  Indonesia  received  incredibly  greater  per  capita  levels  of  official  aid  ~  in- 
cluding, Hong  Kong  and  Singapore. 

Finally,  however,  in  the  matter  of  official  assistance  from  industrialised  to 
developing  countries,  not  all  trends  have  been  negative.  Among  the  most 
helpful  development  in  recent  years  has  been  a  growing  trend  among  certain 
donor  countries  to  skew  their  programmes  first  toward  increasingly  softer  and 
untied  terms,  and  later,  to  a  majority  component  of  outright  non-repayable 
grants.  The  case  of  recent  assistance  to  Indonesia  provides  an  excellent  exam- 
ple of  this  growing  trend.  In  the  assistance  programmes  provided  last  year 
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under  the  umbrella  of  the  IGGI,  35  per  cent  of  aid  from  the  Netherlands  came 
in  the  form  of  outright  grants,  and  57  per  cenUn  the  case  of  the  United  States. 
From  Canada  and  Australia,  100  per  cent  of  all  funds  provided  were  in  the 
form  of  non-repayable  grants.  With  Japan,  however,  only  about  10  per  cent  of 
1987  funding  commitment  came  in  the  form  of  grants. 

In  sifting  through  the  implications  of  all  the  conflicting  trends  in  capital 
flows  from  industrialised  countries  to  the  developing  world,  as  described 
earlier  --  and  in  view  of  the  very  real  ongoing  needs  of  the  world's  debtor 
developing  nations  -  what  begins  to  emerge  is  a  clear  template  of  the  ways  in 
which  donor  nations  can  provide  truly  meaningful  assistance  to  countries  with 
legitimate  financial  needs. 

Supported  by  actual  examples,  key  policy  alternatives  for  donor  countries 
today  could  include  three  primary  financing  alternatives: 

-  First,  the  conversion  of  all,  or  part,  of  the  existing  outstanding  loan  port- 
folio from  debts  to  grants  -  in  effect,  writing-off  the  debts  incurred  as  of  a 
certain  date; 

-  Second,  an  increasing  shift  in  future  commitments  from  loans  -  no  matter 
how  attractive  the  terms  may  be  -  to  outright  grants,  with  no  repayment 
provisions  and  no  conditions  determining  how  the  grant  should  be  spent; 

-  And  third,  in  the  case  of  funds  still  provided  as  loans,  a  currency  repayment 
option  -  equivalent  to  a  currency  "swap"  facility  -  setting  a  fixed  value  to 
the  loan  as  of  the  time  the  loan  is  issued. 

For  the  sake  as  to  giving  a  picture  of  how  far-reaching  even  one  of  these 
reforms  could  be  in  the  case  of  Indonesia  in  its  financial  relations  with  Japan, 
the  conversion  from  loans  to  grants  of  all  pre- 1986  funding  from  Japan  to  In- 
donesia would  lower  Indonesia's  current  debt  service  burden,  in  one  stroke,  by 
US$800  million  this  year. 

Similarly,  if  Indonesia's  debt  servicing  to  Japan  were  repaid  this  year  at  the 
rate  of  Yen  250  per  US  dollar  -  the  rate  in  force  at  the  time  most  of  the  current 
debts  were  incurred  in  1986,  as  opposed  to  today's  grossly  altered  official  ex- 
change rate  -  the  cost  to  Indonesia  would  be  reduced  by  a  staggering  US$1.5 
billion.  This  option,  more  than  any  other,  we  feel,  deserves  serious  and  urgent 
consideration  by  Japanese  authorities  ~  not  only  in  the  case  of  Indonesia,  but 
for  all  other  debtor  countries  struggling  under  the  weight  of  debts  denomi- 
nated  burdens  in  appreciating  the  Japanese  Yen. 

Under  a  "currency  repayment  option,"  debtor  nations  would  be  permitted 
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to  make  payments  on  both  principal  and  interest  of  Yen  loans  either  in  Yen,  or 
in  US  dollars,  at  the  exchange  rate  prevailing  at  the  time  the  loan  was  signed. 
The  fact  is,  such  a  scheme  would  impose  no  additional  costs  -  real  or  nominal 
--  to  Japan  itself.  Repayment  in  Yen  could  be  used  to  purchase  equivalent 
goods  and  services  directly  from  Japan;  repayment  in  US  dollars  could  be  used 
to  purchase  equivalent  supplies  in  other  global  markets. 

Japan  being  a  nation  in  the  enviable  position  of  needing  to  recycle  her  large 
current  account  surpluses  every  year,  we  believe  this  represents  a  viable  option 
for  Japan  to  consider  this  seriously  as  soon  as  possible.  In  this  regard,  we  note 
both  with  interest  and  anticipation  the  recent  remarks  made  by  the  Japanese 
Prime  Minister,  Mr.  Noburo  Takeshita,  on  two  separate  occasions,  to  the  ef- 
fect that  "support  for  developing  countries  will  be  an  important  pillar"  of 
Japan's  role  and  responsibility  in  international  society.  Japan  intends  to  make, 
he  said,  "a  more  positive  contribution." 

Indonesia  and  Japan,  indeed,  enjoy  a  relationship  of  economic  co- 
operation and  mutual  interdependence  that  has  few  equals  in  the  world  today. 


Indonesia,  ASEAN: 
The  Political  and  Security  Environment 

in  the  Pacific 

A.  Hasnan  HABIB 


PROLOGUE:  FROM  THE  COLD  WAR  TO  THE  INF  TREATY 

During  the  past  two  decades  since  the  inception  of  ASEAN,  the  Pacific  Re- 
gion1 has  gone  through  different  stages  of  fundamental  changes. 

ASEAN  was  born  two  years  after  the  US  took  over  the  war  in  Vietnam 
and  irreversibly  turned  its  role  from  an  advisory  one  to  overt  combat,  that  in 
the  event  proved  to  be  America's  longest  and  most  costly  war.  By  ordering  the 
first  American  combat  troops  to  Vietnam  in  Spring  1965,  America  demon- 
strated its  resolve  to  fight  communism  in  Southeast  Asia,  as  part  of  its  militant 
strategy  of  containing  Communist  China  in  East  Asia,  Moscow's  ally,  in  its 
bid  to  dominate  the  world. 

Sino-American  hostility  which  came  into  the  open  following  the  outbreak 
of  the  Korean  War  in  1950,  was  the  most  salient  feature  of  the  East  Asia's 
political  and  security  situation  during  the  entire  Cold  War.  The  People's 
Republic  of  China  and  the  United  States  were  the  two  dominant  actors  in  this 
region,  prior  to  the  emergence  of  the  USSR  as  a  naval  power  and  Japan  as  an 
economic  superpower. 

Since  China  was  not  strong  enough  to  break  the  American  strategy  of  con- 
tainment directly,  it  resorted  to  the  indirect  strategy  of  subversion,  infiltration 
insurgency  and  support  of  "revolutionary  wars"  and  "wars  of  national  libera- 

This  article  is  originally  a  paper  presented  at  the  Thirteenth  Indonesia- Japan  Conference, 
Bali,  June  6-7  1988,  sponsored  by  CSIS  and  JIIA  (Tokyo). 

'Confined  to  East  Asia,  North  America  and  Southwest  Pacific. 
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tion"  against  the  American  allies  and  the  non-communist  countries  in 
Southeast  Asia.  This  strategy,  applied  skillfully  in  Indochina  against  the 
world's  most  powerful  military  might,  brought  an  end  to  the  Vietnam  War  and 
victory  to  an  army  of  peasants  and  revolutionaries. 

The  1970s  saw  a  series  of  developments  leading  to  fundamental  changes  in 
the  global  and  regional  power  structure.  The  sharp  but  relatively  simple 
bipolar  structure  of  the  earlier  cold  war  years  made  way  for  a  much  more  com- 
plex multipolar  system.  The  SALT.  I  ABM  Treaty  which  replaced  the  Cold 
War  with  detente,  the  Shanghai  Communique,  the  escalating  Sino-Soviet  con- 
frontation, the  end  of  the  Vietnam  War,  the  establishment  of  diplomatic  rela- 
tions between  Washington  and  Beijing,  Japan's  spectacular  rise  to  economic 
superpower  status,  Vietnam's  invasion  of  Kampuchea,  and  that  of  Afghanis- 
tan by  the  Soviets,  were  the  more  important  features  of  these  developments. 

A  new  line-up  of  powers  came  into  being,  replacing  the  one  that  prevailed 
during  the  Cold  War.  Former  allies  became  new  enemies  and  former  enemies 
became  new  friends. 

Detente  brought  Pax  Americana  to  its  end,  but  it  gave  the  Soviet  Union  the 
opportunity  to  build  up  its  military  power  and  expand  its  influence  in  the 
region.  Its  military  forces  on  the  northern  islands  of  the  Japanese  archipelago 
were  strengthened  and  "Sovietisation"  of  Indochina  was  started  immediately 
after  Hanoi's  victory  in  the  Vietnam  War.  Moscow  supported  Vietnam's  inva- 
sion of  Kampuchea  at  the  end  of  1978  and  gradually  consolidated  its  military 
foothold  in  Southeast  Asia.  For  the  first  time  in  history  the  USSR  succeeded  to 
establish  a  military  presence  in  Southeast  Asia  which,  together  with  its  bases  in 
Northeast  Asia,  formed  an  encircling  net  around  China,  seriously  challenging 
America's  Seventh  Fleet  in  the  Pacific  and  Indian  Oceans,  thereby  threatening 
the  strategic  international  sealanes  that  link  the  two  oceans.  In  contrast  to  the 
growing  power  and  influence  of  the  USSR,  the  US  appeared  weak  and  vacil- 
lating, politically  and  militarily. 

Ronald  Reagan's  accession  to  the  presidency  in  1981  marked  a  turning 
point  in  America's  declining  world  prestige  and  credibility.  His  tough  attitude 
and  actions  to  reassert  America's  prestige  in  the  world  by  challenging  and 
obstructing  the  "evil  empire"  on  almost  every  occasion,  killed  Soviet- 
American  detente,  and  ushered  in  a  new  cold  war.  Superpower  relations 
resumed  their  former  characteristics  of  mutual  distrust,  hostility  and  confron- 
tation. 
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President  Reagan's  massive  US$1.5  trillion  "Rearm  America"  programme 
while  restoring  US  military  muscle  and  clout,  also  escalated  the  arms  race.  The 
US  tried  to  draw  Beijing  into  a  relationship  of  "strategic  alignment"  against 
the  common  enemy,  the  USSR.2  For  a  while  China  was  interested  and  even 
called  for  the  establishment  of  a  broad  international  united  front  against 
Soviet  hegemonism,  in  which  the  US  was  included.3  Sino-Soviet  relations 
reached  their  lowest  point  when  the  thirty  year  treaty  between  China  and  the 
Soviet  Union  for  Friendship,  Co-operation  and  Mutual  Assistance  was 
abrogated  in  April  1980. 

But  with  the  change  of  Soviet  leadership  in  early  1985  which  coincided  with 
:  the  beginning  of  President  Reagan's  second  term  of  office,  and  with  America's 
:  strength  and  confidence  restored,  the  stage  was  set  for  another  change  in 
superpower  relations.  The  conclusion  of  the  INF  treaty  at  the  Washington 
Summit  in  December  1987,  while  insignificant  in  terms  of  the  actual  reduction 
i  of  nuclear  weapons,  which  did  not  really  affect  the  strategic  balance,  did 
create  a  better  climate  in  superpower  relations,  and  offered  hope,  however 
small,  for  a  "nuclear  free  world." 

THE  GENERAL  PICTURE 

As  we  have  seen  the  Pacific  Region  is  where  the  interests  of  four  major 
powers,  the  US,  the  USSR,  the  PRC  and  Japan  converge,  politically,  militari- 

2President  Nixon  wrote  in  the  New  York  Times  on  October  11,  1982:  "The  key  factor  that 
brought  us  together  ten  years  ago  was  our  common  concern  with  the  Soviet  threat,  and  our  re- 
.  cognition  that  we  had  a  better  chance  of  containing  that  threat  if  we  replaced  hostility  with  co- 
operation between  Peking  and  Washington.  This  overriding  strategic  concern  dominated  our  dia- 
logue, and  our  relationship,  during  the  first  decade  and  in  White  House  Years  Kissinger  wrote-  "It 
had  been  the  Soviet  Union  whose  menace  had  brought  China  and  us  together;  our  co-operation 
reflected  a  geopolitical  reality  produced  by  concern  at  the  growth  of  Soviet  military  power"  and 
Zbign.ew  Brzezinski,  President  Carter's  national  security  advisor,  outlined  the  strategic  percep- 
tions held  by  the  Democratic  administration:  "It  is  essential  that  we  treat  the  Chinese  as  a  serious 
global  and  strategic  partner.  See  Martin  L.  Lasater,  The  Taiwan  Issue  in  Sino-American  Relations 
(Boulder:  Westview  Press,  1984)  pp.  2-3. 

3Until  the  early  1980s,  Beijing  used  to  urge  a  broad  international  united  front  against  Soviet 
-hegemon.sm.  China's  most  authoritative  spokesman,  Deng  Xiaoping  is  quoted  in  a  Time 
magaane  interview  in  early  1979  as  calling  for  China,  the  US,  Japan,  and  Western  Europe  to 
further  develop  the  relationship  in  a  deepening  way"  and  "to  unite"  in  order  to  "place  curbs  on 
the  polar  Dear."  Deng  was  explicit  -  "we  proceed  from  the  establishment  of  a  united  front  against 

ZZ  tie  US''  ST  ^uVJ  W°rld  PeaCe>  SCCUrity  Stabi,ity'  3nd  this  U^ed  f™<  in- 
Junes  the  US.    See  Parns  H.  Chang,  "Peking's  Perceptions  of  the  Two  Super  Powers  and  of 

Amencan-Soviet  Relations,"  in  Ilpyong  J.  Kim,  ed.,  The  Strategic  Triangle:  China,  the  United 
States  and  the  Soviet  Union  (New  York:  Paragon,  1987),  p.  104. 
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ly,  economically  and  physically.  The  pattern  of  their  interactions  has  and  will 
continue  to  have  a  direct  bearing  on  the  political,  security  and  economic  situa- 
tion of  this  region.  But  it  is  the  triangular  relationship  between  the  first  three 
big  powers  that  has  a  greater  impact  on  both  regional  and  international  politics 
and  security.  Each  has  established  defence  and  security  relations  in  various 
forms  with  many  countries  of  the  region.4 

The  US  has  mutual  security  and  co-operation  treaties  with  Japan  (1951), 
South  Korea  (1954),  the  Philippines  (1951,  1983),  Australia  and  New  Zealand 
(ANZUS,  1952),5  Thailand  and  the  Philippines  (Manila  Pact)6  and  with 
Taiwan  (Taiwan  Relations  Act  of  1979).  It  also  has  military  assistance  pro- 
grammes with  Indonesia,  Malaysia,  the  Philippines,  Thailand  and  South 
Korea. 

The  USSR  has  treaties  of  friendship,  co-operation  and  mutual  assistance 
with  North  Korea  (1961),  Mongolia  (1966),  India  (1971),  Afghanistan  (1978) 
and  Vietnam  (1978). 

Finally,  the  PRC  has  friendship  and  non-aggression  treaties  with  Afghanis- 
tan, Burma  and  Nepal  (1960),  Cambodia  (Khmer  Rouge),  and  a  treaty  of 
friendship,  co-operation  and  mutual  assistance  with  North  Korea  (1961). 

Other  security  arrangements  in  this  region  include  the  defence  agreement 
between  Great  Britain  and  Brunei,  in  which  Great  Britain  provides  Brunei  with 
Gurkha  troops,  whereas  Brunei  provides  the  British  forces  with  a  training 
area,  while  Australia  and  New  Zealand  together  with  Great  Britain  have  a  Five 
Power  Defence  Arrangement  with  Malaysia  and  Singapore.  (1971).  Australia 
has  also  an  agreement  for  the  development  of  the  PNG  Defence  Force,  and 
provides  some  military  equipment  and  training  to  the  Philippines,  Malaysia, 
Singapore,  Thailand,  Indonesia  and  to  most  of  the  smaller  Pacific  Island 
states.  Together  with  New  Zealand  it  joined  other  members  of  the  South 
Pacific  Forum  in  the  South  Pacific  Nuclear  Free  Zone  Treaty  (Treaty  of 
Raratonga,  1986). 7 

4Asia  1988  Yearbook  (Hong  Kong:  Far  Eastern  Economic  Review). 

'Because  of  its  anti-nuclear  policy  and  legislation,  New  Zealand  has  been  "temporarily 
suspended"  from  ANZUS  by  the  US.  The  US  still  regards  the  Treaty  as  the  keystone  of  its  foreign 
policy  in  the  South  Pacific. 

frThe  Pact  remains  in  force,  though  SEATO  was  disbanded  in  1977. 

7The  US  along  with  the  other  nuclear  powers  was  asked  to  sign  its  protocols.  China  and  the 
Soviet  Union  signed,  although  the  latter  did  so  with  certain  reservations,  inter  alia  to  opt  out  if 
other  nuclear  powers  threatened  it  from  the  zone.  The  US,  the  UK  and  France  have  not  signed. 
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Six  of  the  world's  largest  armed  forces  are  in  or  adjacent  to  the  region, 
three  of  which  are  nuclear  powers.  During  the  last  two  decades  -  the  period 
covered  in  this  paper  ~  five  of  these  nations  (the  US,  the  USSR,  India,  China 
and  Vietnam)  had  been  engaged  in  actual  war  or  combat.  Armed  conflicts  be- 
tween nations  and  domestic  disturbances  which  in  some  countries  take  alarm- 
ing proportions  continue  to  persist.  Add  to  this  the  huge  numbers  of  modern 
as  well  as  older  military  equipment  that  are  present  in  this  region,  and  the 
massive  military  presence  of  the  two  superpowers,  then  the  whole  setting  con- 
veys a  rather  gloomy  picture,  casting  a  shadow  over  the  future  stability  of  the 
region. 

In  the  pursuit  of  their  respective  national,  regional  and  even  global  in- 
terests many  of  the  Pacific  countries  join  a  number  of  other  associations  and 
organisations,  regional  and  extra-regional,  that  often  require  their  full  involve- 
ment. Three  of  the  ASEAN  member  countries  (Malaysia,  Indonesia,  Singa- 
pore), for  example,  are  members  of  the  Non-Aligned  Movement,  while 
Malaysia  and  Indonesia  also  belong  to  the  Islamic  Conference.  Malaysia, 
Singapore  and  some  other  Pacific  countries  are  members  of  the  British  Com- 
monwealth. The  US  plays  an  active  and  very  important  role  in  various 
organisations  in  the  North  Atlantic  and  the  Americas,  while  the  Soviet  Union 
also  has  its  links  with  the  countries  of  the  Warsaw  Pact,  the  Comecon  and 
some  socialist  countries  in  the  Southern  Hemisphere.  All  these  countries  un- 
doubtedly will  want  to  continue  to  maintain  and  develop  those  ties  that  link 
them  with  different  countries  in  different  parts  of  the  world. 

Unlike  Europe  which  is  more  or  less  an  integrated  region,  consisting  of  ad- 
vanced or  relatively  advanced  nations,  the  Pacific  region  is  very  diversified. 
All  the  three  worlds  (the  first,  the  second,  the  third)  are  represented  here,  each 
with  different  capabilities,  forces,  potentialities  and  interests,  that  frequently 
cut  across  one  another.  The  majority  of  the  countries  belong  to  the  Third 
World,  and  are  highly  dependent  on  the  industrialised  countries  for  technolo- 
gy, economic  and  financial  aid  and  markets. 

Yet,  despite  its  diversity,  complexity  and  the  uncertain  political  and  securi- 
ty outlook,  the  region  has  displayed  great  dynamism,  which  has  made  it  the 
world's  most  significant  growth  area.  It  is  a  very  important  region  today  and 
promises  to  be  more  important  tomorrow.  The  prospect  of  the  "Pacific  Cen- 
tury" emerging  in  the  twenty-first  century  is  not  too  unrealistic,  unless  the  ma- 
jor industrialised  countries  continue  or,  worse,  increase  their  selfish  policies.  It 
is  the  result  of  the  economic  success  of  the  region's  non-communist  countries 
and,  to  a  certain  degree,  also  of  their  political  maturity.  Despite  their  many 
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differences,  many  of  these  nations  are  increasingly  co-operating  with  one 
another,  driven  by  the  immense  state  that  they  have  in  continued  national 
development  and  economic  growth. 

THREAT  PERCEPTIONS 

Security  is  generally  equated  with  a  nation's  ability  to  defend  its  territory. 
But  for  Indonesia,  and  perhaps  for  many  of  the  region's  developing  countries, 
security  involves  much  more  than  that.  Other  factors  besides  the  military  come 
into  play.  Issues  such  as  their  deteriorating  terms  of  trade,  decreasing  access  to 
the  markets  of  the  industrialised  countries,  increasing  economic  -  financial  - 
technological  dependency  on  the  major  advanced  countries,  swelling  debt 
burden,  diminishing  employment  opportunity,  and  so  on,  can  have  a  detri- 
mental effect  on  their  political  stability,  thus  jeopardising  regional  stability. 

Security  today  is  multi-dimensional  and  complex.  Optimum  security  can 
only  exist  in  an  environment  of  prosperity.  Likewise,  prosperity  cannot  exist  in 
an  environment  of  insecurity.  Thus,  security  and  prosperity  are  interrelated, 
mutually  dependent  and  supportive.  They  are  the  basic  preconditions  of  na- 
tional resilience,  which  is  a  nation's  capability  to  overcome  all  kinds  and  forms 
of  internal  and  external  threats,  ideological,  religious,  political,  economic, 
social,  cultural  and  military. 

Based  on  this  broad  concept  of  security,  i.e.  national  resilience,  US  high- 
handedness in  settling  its  trade  disputes  with  some  countries  in  the  region,  such 
as  Japan,  Taiwan,  and  South  Korea  causes  concern.  Continued  trade  tension 
between  the  two  economic  giants,  the  US  and  Japan,  is  particularly  worrying, 
because  of  its  far-reaching  consequences  to  the  stability  of  the  whole  region, 
should  it  escalate  into  a  trade  war.  Taiwan,  and  most  recently  South  Korea, 
have  also  been  subjected  to  US  pressure  for  import  liberalisation,  due  to  their 
widening  trade  surpluses  with  the  latter,  under  the  threat  of  Section  301  of  the 
1974  US  Trade  Act,  which  permits  retaliatory  trade  sanctions. 

Seen  from  the  "conventional  concept"  of  security,  there  are  some  factors 
in  the  region,  which  are  potentially  destabilising.  Besides  superpower  rivalry 
which  still  remains,  there  is  also  concern  about  the  prospect  of  continuity  and 
stability  in  China's  post-Deng  era.  The  equally  worrying  uncertainty  of  its 
future  political  role  in  this  region  after  it  succeeds  in  its  four  modernisation 
programmes,  also  looms  in  the  background.  Border  and  territorial  disputes, 
continued  serious  domestic  problems  in  the  Philippines,  the  Kampuchean  con- 
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flict,  the  issue  of  succession  in  North  Korea  with  its  potentially  serious 
ramifications  on  the  Korean  peninsula,  Hong  Kong's  reversion  to  Chinese 
sovereignty  in  1997,  prospect  of  a  peaceful  resolution  of  the  Taiwan  issue, 
emerging  political  tensions  in  the  South  Pacific,  Japan's  future  military  role, 
have  all  rendered  the  political  situation  in  the  region  rather  unpredictable.  Yet, 
as  a  whole,  the  region  has  been  able  to  weather  any  political  crises  hitherto, 
which  proves  its  capability  to  absorb  crises  and  changes. 


THE  US,  THE  USSR,  THE  PRC  AND  JAPAN 

Despite  the  trend  toward  a  multipolarity  of  power  equation  in  the  Pacific 
region,  the  pattern  of  relations  among  the  four  major  powers  (the  US,  the 
USSR,  the  PRC,  Japan)  still  remains,  and  will  continue  to  be  the  most  critical 
factor  impacting  regional  politics,  stability  and  security.  Since  Japan  has  a 
mutual  security  and  co-operation  treaty  with  the  US,  while  the  maintainence 
of  Japan-American  relations  remains  the  cornerstone  of  its  foreign  policy,  it  is 
the  policies  of  the  US,  China  and  the  Soviet  Union  and  the  perceptions  they 
may  have  of  their  own  role  and  interests  in  the  region,  that  will  inevitably 
determine  the  region's  political  and  security  environment. 

The  US,  under  President  Reagan,  is  totally  determined  to  remain  a  Pacific 
power  and  to  deter  further  Soviet  "encroachment"  in  the  region.  To  this  end  it 
has  developed  an  Asia-Pacific  policy  which  rests  on  six  pillars:  (1)  US- Japanese 
strong  relationship  as  the  centerpiece  of  this  policy;  (2)  Strong  ties  with  the 
Republic  of  Korea;  (3)  Enduring  relationship  with  China;  (4)  Continuing  com- 
mitment to  relations  with  the  people  of  Taiwan;  (5)  Strong  ties  with  ASEAN 
and  its  individual  members;  and  (6)  Maintaining  ANZUS'  effectiveness.8 

Since  the  middle  of  the  1970's  the  USSR  has  turned  its  focus  of  attention 
on  the  Asia-Pacific  Region  and  began  a  military  buildup,  that  is  regarded  by 
the  US  as  being  far  superior  to  its  own,  both  in  quality  and  in  quantity.  As  an 
Asia-Pacific  power  that  is  also  a  superpower,  it  is  determined  to  exert  its 
presence  and  to  show  its  flag  in  this  region. 

A  new  Soviet  Asia-Pacific  policy  has  been  evolving  since  General  Secretary 
Gorbachev's  Vladivostok  speech  of  July  1986,  the  general  outlines  of  which 
are  the  following:  (1)  Normal  Sino-Soviet  relations;  (2)  Strong  ties  with  India; 

.    "Se!  P/reside"t  Reafan's  address  to       American  Legion,  Washington,  D.C.,  Februari  22 

2   *stel?TT;?e8°'»i0n:  ^  FOreig"  P°lky  Sta'emen'S  °f,He  Rea*°"  Ad^ra- 
lion.  US  Department  of  State,  Bureau  of  Public  Affairs,  Washington,  D.C.,  May  1984. 
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(3)  Mutually  beneficial  relations  with  Japan  especially  in  the  economic  and 
technological  areas;  (4)  Strong  solidarity  with  all  socialist  countries  of  the 
region:  Mongolia,  North  Korea,  Vietnam,  Laos  and  Kampuchea;  (5)  Friendly 
relations  and  co-operation  with  ASEAN  and  its  individual  member  states,  and 
with  the  island-states  of  Southwest  Pacific.9  It  is  a  policy  of  peace,  a  policy  of 
friendship,  offering  mutually  beneficial  co-operation  to  all  countries  in  the 
region,  communist  and  non-communist  alike,  for  peace,  stability  and  security 
of  the  whole  region. 

The  Asia-Pacific  region  has  seen  and  felt  the  influence  of  the  many  sharp 
fluctuations  in  the  US-USSR-China  triangle  throughout  the  whole  post-World 
War  II  period:  the  Sino-Soviet  alliance  in  the  1950s  against  the  US,  the  Sino- 
Soviet  split  in  the  1960s  followed  by  China's  confrontation  against  both 
Washington  and  Moscow,  the  US-China  rapprochement  in  the  1970s,  the  US 
efforts  to  establish  a  "strategic  alliance"  with  China  against  the  USSR,  the 
Sino-Soviet  detente  since  the  early  1980's,  and  finally  the  more  balanced 
triangular  relationship  of  today.10 

These  fluctuations  were  mainly  caused  by  the  wide  swings  in  China's  policy 
toward  the  US  and  the  Soviet  Union.  Because  China  has  always  been  the 
weakest  of  the  three,  it  thought  to  find  security  by  swinging  from  one  extreme 
to  the  other.  China's  latest  change  toward  an  independent  and  non-aligned 
policy  was  obviously  based  on  the  following  basic  considerations:  (1) 
Moscow's  willingness,  if  not  eagerness,  to  reduce  Sino-Soviet  tension  and  to 
normalise  bilateral  relations;  (2)  Washington's  firm  determination  to  remain  a 
Pacific  power  and  to  deter  further  Soviet  expansion  in  the  region;  (3)  its 
growing  self-confidence  and  innate  strength;  (4)  the  advantage  of  occupying  a 
pivotal  position  in  the  triangle  which  would  give  China  more  room  for 
maneuver  vis  a  vis  the  superpowers;  and  (5)  the  enhanced  standing  and 
credibility  among  the  Third  World  countries  it  would  bring  about. 

Although  balanced  and  non-aligned,  China  is  tilting  toward  the  US  and  the 
West,  because  of  several  geo-strategic  and  economic  considerations.  China 
continues  to  regard  the  Soviet  Union  as  the  greatest  threat  to  its  security,  due 
to  geo-political  and  historical  factors.  Both  countries'  interests  will  remain  in 
conflict,  even  after  normalisation  of  its  bilateral  relations.  Thus  it  is  vitally  im- 

9See  Speech  by  Mikhail  Gorbachev  in  Vladivostok  July  28,  1986.  Novosti  Press  Agency 
Publishing  House,  Moscow  1986. 

l0See  further  Donald  S.  Zagoria,  "China  and  the  Superpowers,"  The  World  &  I,  November 
1987,  pp.  104-111. 
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portant  for  China  to  become  stronger  in  order  to  be  able  to  face  the  geo- 
political competition  that  is  certain  to  grow  tougher.  By  tilting  to  the  West, 
China  has  much  to  gain  from  economic  and  technological  co-operation  needed 
for  the  realisation  of  its  ambitions  to  become  a  power  commensurate  with  its 
size,  population,  great  history  and  rich  natural  resources  before  the  middle  of 
the  21st  century. 

For  the  foreseeable  future  this  pattern  of  triangular  relationship  is  to  the 
best  interest  of  the  whole  region.  All  three  powers  have  a  high  stake  in  re- 
ducing tensions  which  also  means  reducing  their  military  burdens,  enabling 
them  to  redirect  their  efforts  and  resource  allocations  toward  economic,  in- 
dustrial and  technological  development.  This  will  create  a  political  and  securi- 
ty environment  which  is  conducive  to  mutually  beneficial  co-operation  among 
all  nations  of  the  region. 

While  the  US-China-USSR  triangle  dominates  the  political  and  security 
outlook  of  the  region,  Japan  on  the  other  hand  has  assumed  a  major  economic 
role.  Poorly  endowed  with  natural  resources,  its  foreign  policy  is  defined  by 
economic,  rather  than  geo-political,  considerations.  In  its  endless  quest  for 
resources  and  markets,  Japan  has  always  tried  to  separate  politics  from 
economics.  Hence,  the  Pacific  region,  which  abounds  with  natural  and  human 
resources,  is  vital  to  Japan. 

Japan's  foreign  policy  in  general  is  characterised  by  its  passiveness,  re- 
acting to  situations,  rather  than  initiating  policies.  Japan  is  cognizant  of  the 
strategic  triangle;  moreover  the  geographical  proximity  of  China  and  the 
USSR  cannot  but  have  a  big  influence  on  the  Japanese  political  and  military 
thinking.  But,  by  adhering  to  the  policy  of  "separating  politics  from  eco- 
nomics" it  has  managed  to  continue  for  the  most  part  to  benefit  from  its  rela- 
tions with  the  three  big  powers,  regardless  of  the  fluctuations  in  the  pattern  of 
the  triangular  relationship.11 

The  US  is  reponsible  for  Japan's  security,  under  the  terms  of  Japan- 
American  security  treaty.  On  the  other  hand  Japan  has  no  defence  obligations 
toward  the  US,  nor  defence  responsibilities  toward  the  region  beyond  its  own 
homeland.  Japan  has  a  peace  treaty  with  both  the  US  and  China,  and  none 
with  the  Soviet  Union. 

Since  the  late  1970s  Japan  and  China  have  grown  closer  to  one  another, 
especially  in  trade.  Bilateral  trade  in  1986  has  multiplied  fourteen  times  since 

"See  further  Donald  W.  Klein,  "Japanese  Perceptions:  China,  the  United  States  and  the 
Soviet  Union,"  in  The  Strategic  Triangle  (New.  York:  Paragon,  1987),  pp.  109-123. 
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1978  reaching  the  amount  of  about  US$15  billion.12  Japan's  relations  with  the 
Soviet  Union,  however,  have  remained  troubled,  because  of  the  continuing 
Soviet  occupation  of  the  northern  islands  of  the  Japanese  archipelago. 

In  its  concern  about  Soviet  military  build-up  and  its  expanding  presence  in 
the  region,  Washington  has  been  applying  strong  pressures  on  Japan  to  play  a 
more  active  international  role  and  assume  a  greater  defence  burden  and 
responsibility  in  the  region.  But  Japan's  threat  perceptions  differ  from 
Washington's.  Robert  W.  Barnett  mentions  some  dangers  which  are  most 
alarming  to  Japan.  These  are:  losing  access  to  natural  resources,  particularly 
energy,  losing  access  to  the  American  and  other  markets,  losing  acceptability 
as  an  active  partner  in  the  dynamic  economic  growth  of  Southeast  Asia,  and 
surges  of  great  disorder  anywhere.13  This  explains  why  the  Japanese  are  con- 
tent with  the  original  Japan-US  defence  pact,  and  are  willing  to  shoulder  a 
considerable  portion  of  the  financial  burden  to  keep  US  forces  in  and  around 
Japanese  archipelago.  However,  Japan's  strategic  role  in  the  coming  years, 
will  depend  on  how  Soviet-American  relationship  will  evolve,  and  how  this  will 
translate  into  superpower  strategic  balance,  global  and  regional.  Until  now,  it 
has  been  Japan's  national  commitment  to  a  "no  war"  strategy,  that  has 
enabled  it  to  co-operate  with  all  the  nations  of  this  region  to  the  benefit  of  the 
whole  of  Asia-Pacific. 


SOUTHEAST  ASIA:  ASEAN  AND  INDOCHINA 

Southeast  Asia  has  always  been  exposed  to  outside  influence,  interference 
and  penetration,  facilitated  by  the  region's  many  innate  weaknesses  and  its 
strategic  location  between  two  oceans  and  two  continents.  The  polarisation  of 
this  sub-region  in  two  parts,  communist  Indochina  and  non-communist 
ASEAN,  the  presence  of  foreign  bases  and  the  Kampuchean  conflict,  are  some 
of  the  evidence  which  indicate  the  persistence  of  outside  interference  in  this 
area. 

The  growing  cohesion  of  ASEAN  since  its  birth  in  1967  has  permitted  the 
association  a  modest  role  and  influence  in  international  and  regional  politics. 
In  particular  it  has  "succeeded"  to  internationalise  but  failed  to  solve  the 
Kampuchean  problem.  The  association  is  frequently  lauded  by  western 

^Economist,  December  26  1987  -  January  8  1988. 

13See  Robert  W.  Barnett,  Beyond  War,  Japan's  Concept  of  Comprehensive  National  Security 
(Pergamon-Brassey's  International  Defense  Publishers,  1984). 
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powers,  in  particular  by  the  US,  as  the  model  of  "successful"  regional  co- 
operation for  developing  nations.  But  in  reality  ASEAN  has  not  been  able  to 
develop  the  many  potentials  it  has  for  the  benefit  of  the  association  as  a  whole, 
let  alone  the  whole  Southeast  Asian  sub-region.  So  its  contribution  to  solving 
international  and  regional  problems  has  been  minimal.  Moreover,  there  are 
tendencies  for  more  intense  and  potentially  harmful  competition  between 
member  nations  due  to  the  increasingly  outward  looking-economic  policies, 
rapid  industrialisation,  different  threat  perceptions  and  perceived  national  in- 
terests, etc. 

ASEAN  is  not  a  military  alliance;  nor  is  it  a  political  association.  Con- 
ceived as  an  economic,  social  and  cultural  co-operation,  it  does  not  wish  to  get 
involved  in  an  East- West  conflict.  As  a  group  it  is  non-aligned,  albeit  not 
equidistant.  ASEAN's  and  its  individual  members'  relations  with  the  West  are 
much  closer  and  multi-faceted  than  with  the  East.  Indeed,  the  western  in- 
dustrialised countries  are  arguably  the  only  ASEAN's  partners.  This  conclu- 
sion can  be  drawn  from  the  annual  dialogues  ASEAN  has  been  conducting 
with  only  the  six  western  industrialised  countries,  i.e.  the  US,  the  European 
Community,  Japan,  Canada,  Australia  and  New  Zealand.  Although  these 
dialogues  have  not  really  contributed  much  to  the  growth  of  ASEAN  as  a 
group,  both  sides  consider  it  important  to  continue  to  have  the  dialogues  and 
the  partnership. 

ASEAN  has  the  potential  to  become  a  medium-size  power,  provided  the 
member  nations  make  the  organisation  really  functional  and  strengthen  their 
intra- ASEAN  co-operation.  Its  total  population  is  larger  than  either  one  of  the 
superpowers.  Its  natural  resources,  geographical  size  and  geostrategic  position, 
are  great  assets  awaiting  to  be  developed  and  utilised  jointly  or  in  close  co- 
operation. But  it  requires  vision,  political  will  and  statesmanship  on  the  part  of 
its  leaders. 

The  problem  lies  in  the  fact,  that  ASEAN,  unlike  the  European  Communi- 
ty, was  not  conceived  with  eventual  political  or  economic  integration  as  its 
ultimate  goal.  The  Bangkok  Declaration  is  only  a  statement  of  intention  or 
desire  to  co-operate  in  the  economic,  social  and  cultural  areas.  It  is  not  a 
declaration  of  the  establishment  of  a  regional  organisation.  Moreover,  the 
declaration  reaffirms  each  individual  member's  right  to  retain  their  separate 
identities,  political  souvereignty  and  economic,  political  and  security  ties  with 
extra-regional  powers.  Decision  making  is  based  on  consensus;  and  given  the 
many  differences  among  the  member  states,  not  much  of  substance  can  be  ex- 
pected. The  pursuit  of  individual  national  interests  cuts  into  the  larger  interests 
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of  ASEAN  as  a  group. 

There  is  much  frustration  caused  by  the  slow  movement  of  the  association, 
especially  in  the  economic  sector,  and  the  lack  of  progress  on  the  solution  of 
the  Kampuchean  problem.  Much  has  been  made  of  ASEAN's  economic  suc- 
cess obscuring  the  fact,  that  it  has  not  been  the  fruit  of  close  and  effective  co- 
operation. It  has  been  the  result  of  "each  man  for  himself"  in  a  "free  for  all" 
competition.  ASEAN  member  countries'  external  economic,  political  and 
security  relations  have  remained  basically  bilateral  in  nature.  As  Dalton  A. 
West  has  put  it  so  aptly,  ASEAN's  achievements  have  been  "the  sum  of  its  in- 
dividual parts  rather  than  the  sum  of  the  whole."14 

Unlike  ASEAN,  communist  Indochina,  led  by  Vietnam,  shows  a  different 
picture.  Economically  far  below  ASEAN,  and  with  no  formal  organisation  for 
co-operation,  the  Indochinese  countries  appear  to  have  developed  a  "security 
community"  and  a  more  effective  co-operation  in  diplomacy,  and  in  politico- 
military  affairs.  The  Kampuchean  conflict,  the  major  destabilising  factor  in 
Southeast  Asia,  was  caused  by  Vietnam's  1978  year-end  invasion  of  that  coun- 
try, which  was  supported  by  the  Soviet  Union.  Although  Moscow  has  ex- 
pressed its  desire  to  see  a  rapid  settlement  of  the  conflict,15  it  is  unlikely  to 
push  Hanoi  too  hard,  because  of  the  risk  of  losing  the  use  of  bases  in  Vietnam. 
But  it  is  indeed  in  the  interest  of  the  Soviet  Union  and  in  accordance  with  its 
policy  of  peace,  that  the  Kampuchean  problem  be  settled  soon. 

Another  potential  source  of  instability  is  constituted  by  the  many  claims 
and  counterclaims  of  national  jurisdiction,  mainly  over  the  EEZ  and  continen- 
tal shelf,  in  the  South  China  Sea  because  of  the  resources,  such  as  hydrocar- 
bons, fish  and  offshore  minerals,  of  the  sea,  the  seabed  and  subsoil,  believed 
to  be  in  abundance. 

The  South  China  Sea,  a  semi-enclosed  body  of  water  surrounded  by  nine 
countries,  lies  at  the  heart  of  Southeast  Asia.  It  is  of  high  strategic  value  to  all 
competing  major  powers  in  the  Pacific,  and  even  more  so  to  the  littoral  states. 
Armed  clashes  have  broken  out  between  Vietnam  and  China  over  the  Spratly 
islands,  which  occupy  a  very  strategic  position  in  the  South  China  Sea,  along- 
side the  vital  sea  routes  and  midway  between  the  American  bases  in  the  Philip- 
pines and  the  Soviet  ones  in  Vietnam.  Whereas  Malaysia,  the  Philippines  and 
Taiwan  have  also  staked  out  claims  on  some  of  the  islands,  China  and  Vietnam 
have  claimed  the  whole  group. 

14Dalton  A.  West,  "ASEAN  at  a  Crossroads?"  (The  World  <&  I,  April  1988). 

lsFar  Eastern  Economic  Review,  June  2  1988. 
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Widespread  hostilities  because  of  disputes  over  these  claims  could  tempt 
other  big  powers  to  interfere  or  even  intervene,  which  would  set  back  the  pro- 
spect of  Southeast  Asia  as  a  zone  of  peace,  freedom  and  neutrality,  or  Zopfan, 
"free  from  any  form  or  manner  of  interference  by  outside  powers."16 


SOUTHWEST  PACIFIC 

The  expanding  trade  across  the  Pacific  Ocean  since  the  mid-1970s  has 
made  Southwest  Pacific  increasingly  part  of  the  busy  Pacific  network  of  com- 
munications. Traditionally  this  sub-region  has  been  the  concern  of  both 
Australia  and  New  Zealand,  who  have  aid  programmes  with  the  island  states 
and  Papua  New  Guinea.  But  other  individual  countries  -  Canada,  Japan,  the 
PRC,  West  Germany,  Great  Britain,  France,  the  US,  and  others,,  besides  the 
several  international  organisations,  are  also  contributing  aid. 

The  region  which  is  mostly  water  with  poor  communications  between  the 
tiny  island  states  with  virtually  no  resources  except  fish,  has  always  been  the 
preserve  of  the  western  powers.  It  has  not  much  attracted  world  attention,  ex- 
cept when  France  let  off  another  nuclear  explosion  at  its  testing  ground  in 
Mururoa,  totally  ignoring  the  protests  of  the  South  Pacific  islanders. 

But  when  the  Soviets  made  a  much-publicised  deal  with  Kiribati  allowing 
them  to  catch  tuna  fish  in  Kiribati  waters,  followed  shortly  after  by  another 
fishing  agreement  with  Vanuatu,  both  in  1985,  the  US  was  roused  out  of  com- 
placency by  the  Soviet  "intrusion"  in  the  area.  This  prompted  a  flurry  of 
activities  to  warn  the  islanders  of  the  dangers  of  dealing  with  the  Soviet  Union, 
and  to  conclude  a  fishing  agreement  which  had  been  under  negotiation  before 
for  25  months.17 

World  attention  was  turned  again  to  this  area  when  the  Rorotonga  Treaty 
was  announced  in  late  1986  declaring  South  Pacific  a  nuclear-free  zone.  Reac- 
tions from  the  five  nuclear  powers  were  mixed.  While  the  Soviet  Union  and 
China  signed  the  protocols  of  the  treaty,  the  three  western  nuclear  powers,  the 
US,  Great  Britain  and  France,  have  rejected  it. 

"Indigenous  nationalism"  which  has  been  latent  among  the  indigenous 
islanders,  who  are  mainly  Melanesians,  constitutes  a  new  source  of  threat  to 

,6Kuala  Lumpur  Declaration  of  1971. 

"Economist,  December  20  1986  -  January  2  1987,  pp.  31-32. 
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the  stability  and  tranquility  of  the  area.  It  was  sparked  by  the  military  coups  in 
Fiji  last  year,  which  have  caused  racial  tension  between  the  indigenous  Fijians 
who  are  Melanesians  and  the  newcomers  or  settlers  who  are  mostly  of  Indian 
origin.  The  struggle  for  independence  waged  by  the  militant  Kanaks  against 
the  French  in  New  Caledonia  and  the  military  coups  mentioned  earlier,  have 
shown  that  "indigenous  nationalism"  is  a  force  capable  of  exerting  violence. 
It  could  engulf  the  whole  area,  causing  political  and  social  disturbances,  unless 
the  aspirations  of  "indigenous  nationalism"  in  both  island  groups  can  be 
satisfied  without  creating  racial  discrimination.  In  many  of  the  island-states 
the  indigenous  population  are  outnumbered  by  people  of  Indian,  Chinese, 
Japanese  and  European  origin,  raising  a  complex  of  social-political  problems. 

An  AFP  news  dispatch  reporting  the  discovery  of  a  large  number  of  sub- 
machineguns,  automatic  rifles,  mortars,  hand  grenades  and  even  anti-tank 
mines  in  a  container  shipped  from  North  Yemen  and  bound  for  Fiji  very 
recently,18  should  alert  all  responsible  leaders  of  the  South  Pacific  Forum  that 
there  are  always  people  who  make  it  their  business  to  fish  in  troubled  waters. 

CONCLUSION 

During  the  past  two  decades,  the  situation  in  the  Pacific  region  has  changed 
dramatically.  Economically  it  has  become  an  important  region  with  the 
greatest  dynamism  and  the  best  economic  performance,  in  spite  of  its  diversity, 
complexity  and  the  many  differences  among  the  countries.  The  deep  commit- 
ment to  continued  national  development  and  economic  growth  of  the  majority 
of  the  Pacific  nations,  who  are  the  non-communist  developing  ones,  is  enough 
a  reason  to  believe,  that  the  region  will  become  even  more  important  tomor- 
row. 

The  political  situation  which  affects  stability  and  security  is  complicated. 
While  the  triangular  relationship  between  the  US,  the  Soviet  Union  and  China 
reflects  their  parallel  interest's  in  keeping  this  region  stable  and  secure,  still,  big 
power  rivalry  continues  and  can  be  expected  to  continue,  especially  between 
the  two  superpowers  and  between  the  two  communist  giants.  Nevertheless,  it  is 
unlikely  that  big  power  confrontation  will  re-emerge,  nor  is  it  probable  that 
any  one  of  the  big  powers  will  try  to  dominate  the  region  or  parts  of  it. 

Apart  from  big  power  interactions  and  policies,  the  region  is  beset  with 
many  problems  which  are  potentially  destabilising.  Border  and  territorial 


Djakarta  Post,  June  1  1988,  p.  5. 
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disputes  on  land  and  at  sea,  especially  in  Southeast  Asia  and  the  South  China 
Sea,  the  Kampuchean  conflict,  grave  domestic  disturbances  and  insurgencies, 
racial  and  religious  tensions,  problems  of  succession,  the  presence  of  modern 
and  older  military  equipment  in  huge  numbers,  are  some  of  the  more  impor- 
tant problems. 

All  this  has  rendered  the  political  situation  rather  unpredictable.  Yet,  as  a 
whole,  the  region  has  shown  a  remarkable  capability  to  adjust  to  and  absorb 
changes,  weather  political  crises  and  continue  with  its  national  and  economic 
development. 


Indonesia,  ASEAN  and  Pacific 
Co-operation:  Economic  Development 

and  Challenges 

Suhadi  MANGKUSUWONDO 


THE  CHALLENGE 

Between  1982  and  1986  the  Indonesian  economy  was  shaken  by  two  con- 
secutive sharp  drops  in  oil  prices  which  created  a  severe  strain  on  the  entire 
economic  fabric.  The  resource  squeezed  and  the  pressure  on  the  balance  of 
payments  as  a  consequence  of  the  oil  shocks  endangered  more  than  a  decade  of 
economic  stability,  and  threatened  the  continuity  of  growth  in  many  sectors  of 
the  economy. 

These  adverse  developments  have  led  the  Indonesian  government  to  under- 
take a  series  of  policy  adjustment  measures  in  order  to  restore  equilibrium  in 
the  country's  internal  financial  as  well  as  external  payment  balances.  More- 
over, since  the  lower  oil  prices  seem  to  be  more  permanent  in  nature,  the 
economy  needs  to  undergo  far  reaching  structural  changes,  adjusting  it  to  the 
new  post-oil  situation.  This  structural  adjustment  will  take  some  time  to  ac- 
complish and  may  last  until  well  into  the  early  1990's. 

The  problems  created  by  the  oil  shocks  were  not  only  due  to  the  extent  of 
the  price  changes  but  also  to  the  speed  of  its  decline.  From  March  1981  to 
March  1983  the  price  of  oil  went  down  from  US$35  to  US$  29  per  barrel, 
causing  a  significant  decline  in  oil  and  gas  export  revenues,  down  from 
US$18,824  million  in  1981/82  to  US$  14,449  million  in  1983/84.  Again,  in 
1986  within  a  period  of  less  than  a  year  the  price  of  oil  dropped  from  US$25  to 
US$10  per  barrel,  causing  a  very  substantial  drop  in  export  revenues,  from 
US$12,437  million  in  1985/86  to  US$6,966  million  in  1986/87. 

This  article  is  originally  a  paper  presented  at  the  Thirteenth  Indonesia-Japan  Conference, 
Bali,  June  6-8  1988,  sponsored  by  CSIS  and  JIIA  (Tokyo). 
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Conditions  became  worse  for  Indonesia,  because  at  about  the  same  time 
prices  of  some  major  export  commodities  outside  of  oil  and  gas  weakened 
significantly.  The  price  of  rubber,  for  example,  from  December  1983  to  June 
1986  declined  from  US$56.3  to  US$40.9  cents  per  lb.  For  coffee  the  price  went 
down  from  S$492.5  per  picol  to  112.6,  and  for  crude  palm  oil  it  went  down 
from  S$745  to  S$243.9  per  long  tonne. 

The  impact  of  sharply  declining  prices  on  the  balance  of  payments  was  im- 
mediate and  drastic.  Because  of  the  first  oil  shock,  the  deficit  in  the  current  ac- 
count of  the  balance  of  payments  widened  from  US$2,790  million  in  1981/82 
to  US$7,039  million  in  1983/84,  or  about  7.8  per  cent  of  GNP.  Similarly,  the 
second  oil  shock  led  to  an  increase  of  the  deficit  from  US$1,832  million  in 
1985/86  to  US$4,024  million  in  1986/87,  equal  to  about  6  per  cent  of  GNP. 
Such  high  levels  of  payment  deficits  are  clearly  not  sustainable  in  the  mediun 
and  long  run. 

Government  budget  revenues  from  oil  and  gas  concurrently  went  down 
sharply  during  this  period.  Taxes  on  oil  and  gas  in  1984/85  amounted  to 
Rp  13,127  billion,  in  1985/86  they  went  down  to  Rp  11,300  billion  and  in 
1986/87  to  Rp  6,338  billion,  . or  a  decline  of  revenues  of  more  than  50  per  cent 
in  two  years.  And  since  taxes  on  oil  and  gas  form  a  substantial  proportion  of 
total  government  revenue  (70.5  per  cent  in  1984/85),  loss  of  revenues  of  such 
magnitude  created  very  difficult  economic  management  problems  for  the 
government. 


The  immediate  task  faced  by  the  government  was  to  restore  the  balance  in 
the  country's  external  and  internal  financial  positions.  A  number  of  measures 
were  taken  since  1983  to  achieve  those  objectives.  Most  notable  among  them 
were  the  28  per  cent  devaluation  of  the  rupiah  in  March  1983,  which  raised 
rupiah  revenues  from  oil  taxes  substantially,  and  which  contributed  to  the 
reduction  of  imports  and  the  stimulation  of  exports,  particularly  exports  of 
commodities  other  than  oil  and  natural  gas.  In  the  field  of  public  finance,  an 
austere  budget  was  introduced  in  1983/84  and  particularly  in  1986/87, inJine 
with  the  substantial  reduction  in  revenues. 

The  government  quickly  realised  that  alternative  sources  of  finance  from 
within  the  country  need  to  be  tapped  to  make  up  for  the  loss  of  revenues  from 
oil.  A  far-reaching  tax  reform  was  adopted  at  the  end  of  1983  aimed  at  increas- 
ing government  revenues  by  broadening  the  tax  base  and  simplifying  the 
underlying  structure  and  rates.  In  the  financial  sector  measures  were  taken  to 
free  up  deposit  and  lending  rates  of  State  Banks,  and  to  abolish  credit  ceilings 
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with  a  view  to  stimulate  further  mobilisation  of  domestic  savings. 

Another  devaluation  of  the  rupiah  took  place  in  September  1986  following 
the  unexpected  collapse  of  oil  prices  during  the  first  half  of  that  year.  Reform 
of  trade  policy  received  a  boost  from  a  package  of  measures  introduced  in  May 
1986,  designed  to  provide  internationally  priced  inputs  to  exporting  industries. 
A  number  of  import  licence  restrictions  were  relaxed  and  a  significant  be- 
ginning was  also  made  in  reducing  industrial  licencing  restrictions.  All  these 
deregulatory  measures  were  designed  to  reduce  cost  and  make  domestic  in- 
dustries more  internationally  competitive. 

These  comprehensive  policy  measures  succeeded  to  bring  down  the  deficit 
in  the  current  account  in  a  relatively  short  time  and  to  raise  non-oil  domestic 
revenues  for  the  Central  Government,  which  however  only  enabled  it  to  con- 
tinue with  its  basic  routine  and  ongoing  development  projects.  The  deficit  in 
the  current  account  of  the  balance  of  payments  went  down  quickly,  from 
US$4,051  million  in  1986/87  to  US$1,685  million  in  1987/88.  At  this  level  In- 
donesia will  have  no  problem  in  financing  her  deficit. 

The  government  also  succeeded  to  stabilise  the  Central  Government  budget 
at  the  1986/87  level.  For  fiscal  year  1987/88  the  total  budget  amounted  to 
Rp  22,783  billion,  which  nominally  was  slightly  larger  than  the  previous  year's 
budget  (Rp  21,893  billion).  In  real  terms  it  was  more  or  less  at  the  same  level, 
and  somewhat  lower  than  the  year  before  (Rp  22,825  billion). 

By  taking  bold  steps  the  Indonesian  government  thus  succeeded  in 
restoring  her  fiscal  and  payment  balances  within  a  relatively  short  time,  there- 
by avoiding  the  necessity  of  going  through  the  painful  process  of  renegotia- 
tions with  creditors  for  possible  debt  rescheduling. 

The  success  of  the  short-run  stabilisation  programme,  however,  had  to  be 
paid  for  by  considerable  slowing  down  investments  and  growth  of  the 
economy.  During  the  period  of  1982-1986  the  Gross  Domestic  Product  average 
annual  growth  rate  was  only  3.6  per  cent,  far  below  the  average  achieved 
during  the  period  of  1972-1981,  which  was  8.1  per  cent.  The  main  reason  for 
the  sluggish  growth  was  obviously  the  substantial  cut  in  government  invest- 
ment spending. 

While  economic  policies  adopted  in  the  last  5  years  were  taken  with  the 
equilibrium  of  the  balance  of  payments  very  much  in  mind,  the  government 
nevertheless  was  aware  that  the  economy  cannot  for  much  longer  afford  to 
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.  grow  slowly.  Growing  unemployment  is  particularly  worrisome,  and  there  are 
visible  signs  that  the  economy  is  under  considerable  strain.  Wages,  that  have 
been  kept  stagnant  for  several  years,  which  in  fact  means  declining  real  in- 
comes since  the  terms  of  trade  has  been  falling  since  early  1983,  need  to  be 
raised  soon.  Otherwise  the  momentum  of  growth  may  be  lost  because  of 

.  growing  labour  discontent  and  declining  productivity. 

The  main  challenge,  therefore,  is  how  to  achieve  a  rate  of  growth  sufficient 
to  provide  productive  employment  to  a  rapidly  growing  labour  force,  while  at 
i  the  same  time  ensuring  that  the  country's  internal  and  external  financial  posi- 
i  tion  remain  in  a  reasonable  balance.  The  problem  faced  by  Indonesia  is  thus 
:  similar  to  that  faced  by  all  heavily  indebted  developing  countries,  that  is,  to 
i  carry  out  economic  adjustments  with  growth.  For  the  medium  term  period  the 
i  objective  of  the  government  policy  would  be  to  achieve  a  growth  rate  for  the 
I  Indonesian  economy  of  around  5  per  cent  per  year  in  order  to  absorb  the  addi- 
i  tional  labour  force  and  to  gradually  reduce  the  existing  unemployment  rate, 
'  while  at  the  same  time  keep  the  deficit  in  the  current  account  below  2  per  cent 
(of  GNP,  and  gradually  bring  down  the  debt-service  ratio,  which  at  present  is 
;  around  40  per  cent,  to  the  average  level  of  the  pre-1980  period,  which  was 
i  around  16  per  cent  of  total  export  earnings. 

•  GROWTH-ORIENTED  ADJUSTMENT  POLICIES 

This  paper  is  not  intended  to  give  a  detailed  account  of  the  kind  of  policy 
i  measures  adopted  by  the  Indonesian  government  in  its  attempt,  first  to  restore 
(economic  stability  following  the  sharp  fall  of  exports  and  government 
(earnings,  and  second  to  regain  the  momentum  of  growth  of  the  economy.  In- 
I  stead,  the  rest  of  the  paper  will  discuss  in  more  general  terms  some  of  the  main 
I  policy  choices  open  to  the  Indonesian  government,  domestically  and  with 
i  regard  to  regional  and  international  co-operation. 

One  policy  issue  worth  mentioning  is  that  in  the  wake  of  the  prolonged 
i recession  of  the  early  1980's  and  the  subsequent  sharp  drop  in  oil  revenues,  In- 
donesia did  not  turn  inward  and  isolate  herself  from  external  influences,  even 
'when  the  temptation  to  do  so  was  quite  strong.  When  the  balance  of  payments 
'worsened  considerably,  some  views  were  voiced  arguing  that  what  the  govern- 
iment  should  do  was  first  to  reduce  imports  since  efforts  to  increase  exports 
.would  take  some  time  to  bear  fruit,  particularly  when  Indonesia's  major 
!•  markets  were  in  a  state  of  recession  and  protection  policies  were  growing  in 
;  those  countries.  Furthermore,  the  argument  to  reduce  exposure  of  the  eco- 
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nomy  to  external  disturbances  was  strengthened  because  many  domestic  in- 
dustries have  only  recently  started  operation,  and  therefore  needed  protection 
from  increased  foreign  competition. 

In  spite  of  such  pressures  the  government  decided  to  concentrate  on  export 
promotion  policies,  even^if  it  meant  further  opening  of  the  domestic  market  to 
foreign  goods.  This  course  of  action  was  chosen  because  it  became  evident 
during  the  last  couple  of  years  that  the  domestic  market  was  approaching 
saturation  for  many  products  of  newly  emerging  industries.  Under  such  condi- 
tions, to  turn  inward  and  rely  solely  on  the  domestic  market  would  offer  no 
solution,  especially  not  for  the  medium  and  longer  term  period.  The  only  sen- 
sible policy  to  follow  was,  therefore,  to  strengthen  competitiveness  of 
domestic  industries,  thereby  enabling  them  to  enter  foreign  markets.  If  in  that 
framework  the  import  regime  needed  to  be  relaxed  and  rationalised,  the 
government  was  willing  to  take  those  necessary  steps.  The  response  of  the  In- 
donesian government  to  the  problem  was  thus  to  face  up  to  the  challenge,  by 
adopting  outward  looking  policies,  knowing  very  well  that  difficult  adjust- 
ment measures  would  need  to  be  taken  in  the  domestic  economy  as  part  of  the 
policy  package. 

Indonesia  has  not  opted  for  inward  looking  policies,  but  neither  has  it 
made  the  mistake  of  postponing  difficult  domestic  adjustment  policies  by  try- 
ing to  solve  problems  merely  through  increased  foreign  borrowing.  Apparent- 
ly, such  a  mistake  was  made  by  some  Latin  American  countries  when  they 
tried  to  overcome  their  soaring  balance  of  payment  deficits  with  increased 
foreign  borrowing,  without  an  adequate  change  in  domestic  policies.  This 
"easy"  way  out  was  adopted  seemingly  because  of  the  difficulty  in  obtaining 
sufficient  domestic  political  support  for  radical  changes  in  fiscal  and  monetary 
policies. 

In  the  case  of  Indonesia,  the  government  did  not  hesitate  to  take  painful 
but  necessary  steps,  such  as  the  devaluation  of  the  rupiah  with  28  per  cent  in 
1983,  and  again  with  31  per  cent  in  1986.  Government  spending  was  severely 
cut  in  1983/84  by  postponing  a  large  number  of  capital  and  import  intensive 
projects.  Budget  allocations  of  rupiah  for  development  spending  was  slashed 
by  more  than  80  per  cent  over  two  years,  from  Rp  4.1  trillion  in  1985/86  to 
Rp  0.6  trillion  in  1987/88. 

Indonesia  thus  did  not  choose  the  "easy"  way  out  of  the  resource  shortage. 
The  balance  of  payment  problem  was  partly  met  by  increasing  the  volume  of 
exports,  even  when  prices  of  many  export  commodities  were  declining.  Partly 
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the  deficit  was  financed  through  a  drawing  down  on  the  country's  foreign  ex- 
change reserves.  At  the  same  time  government  spending  was  severely  cut, 
particularly  for  large  projects  with  substantial  import  content.  And  only  part- 
ly, the  payment  deficit  was  met  by  increased  foreign  borrowing.  Through  pru- 
dent management  of  foreign  borrowing  and  concerted  efforts  to  raise  revenues 
from  the  non-oil  sector,  a  serious  debt  problem  could  be  averted. 

Another  policy  issue  concerns  the  importance  of  manufactures  exports  in 
the  country's  export  promotion  efforts.  Traditionally,  if  one  talks  about  ex- 
ports in  Indonesia,  one  thinks  mostly  about  natural  raw  materials,  such  as  oil 
and  gas,  tin,  nickel,  aluminium,  and  lately  also  coal  and  gold.  Beside  minerals, 
agricultural  products  are  also  regarded  as  the  backbone  of  Indonesia's  ex- 
ports, such  as  rubber,  palm  oil,  coffee,  spices,  tea,  cocoa,  fish,  shrimp  and 
timber.  Industrial  products,  either  consumer  goods  or  particularly  capital 
goods,  are  not  normally  regarded  as  potential  export  items.  Except  for  certain 
handicraft  products  such  as  woodcarving,  handwoven  traditional  handlooms 
and  batik. 


The  development  of  manufacturing  industries  usually  are  catered  for  the 
domestic  market,  most  of  them  to  replace  imports.  Only  when  production  has 
exceeded  demand  additional  markets  are  sought  abroad.  It  is  not  very  com- 
mon to  set  up  manufacturing  industries  with  export  markets  in  mind  right 
from  the  outset.  Exports  normally  are  regarded  as  a  residual  to  be  explored 
only  when  the  domestic  market  is  saturated. 

This  view  is  consistent  with  protective  policies  for  import  substitution. 
During  the  seventies  and  early  eighties  this  import  substitution  strategy  was 
widely  accepted,  and  formed  the  basis  for  the  rapid  industrialisation. 
However,  since  a  few  years  ago  a  definite  change  has  taken  place.  Exports 
based  on  the  abundant  natural  resources  of  the  country  is  still  prominent  in 
any  export  strategy,  but  gradually  the.general  view  with  regard  to  manufactur- 
ing, especially  labour  intensive  manufactures,  has  changed.  More  and  more 
people,  in  government  as  well  as  in  business,  realise  that  the  main  prospect  for 
a  rapid  export  growth  does  not  lie  in  the  primary  sector  but  in  manufacturing. 
This  view  became  stronger  since  export  of  manufactures  has  indeed  increased 
very  rapidly  during  the  last  few  years,  much  faster  than  the  export  of  tradi- 
tional raw  materials. 


Since  the  international  market  for  manufactured  products  are  much  more 
competitive,  a  prerequisite  for  successful  exports  is  efficiency  and  low  cost  In 
order  to  make  domestic  industries  more  competitive,  it  became  necessary  to 
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relax  restrictive  trade  policies  which  were  introduced  during  the  import 
substitution  period.  Import  duties  for  a  large  number  of  industrial  materials 
were  lowered  in  1985,  and  many  non-tariff  measures  were  lifted  and  replaced 
by  normal  tariffs.  One  important  aim  was  to  enable  domestic  industries  to  ob- 
tain inputs  at  competitive  international  prices. 

This  transition  from  import  substitution  to  export  promotion  occurred  not 
without  problems  and  resistance.  Industries  with  considerable  vested  interests, 
which  for  some  time  have  enjoyed  protected  markets  in  the  country,  were 
mostly  against  the  opening  up  of  the  domestic  market.  In  addition,  labour 
unions  also  tend  to  oppose  liberalisation  measures  since  industrial  adjustment 
very  often  means  lay-offs  of  large  numbers  of  workers. 

However,  the  government  apparently  was  able  to  overcome  resistance 
against  the  structural  adjustment  programme.  The  general  public  as  well  as  the 
labour  and  the  business  community  seem  to  agree  that  the  shift  in  government 
policy  is  in  the  long  run  interest  of  the  economy  and  seem  to  be  willing  to  make 
the  necessary  sacrifices.  The  transition  towards  a  more  outward  looking  poli- 
cy, therefore,  proceeded  rather  smoothly,  except  in  a  few  industries  such  as 
steel  and  plastics  where  deregulation  will  have  to  proceed  more  slowly. 

ASEAN  CO-OPERATION 

When  the  volume  of  world  trade  stagnated  in  1982  due  to  the  recession,  the 
impact  was  also  felt  in  Indonesia  and  in  the  other  member  countries  of 
ASEAN.  It  was  no  surprise,  therefore,  that  during  such  a  period  of  weak  inter- 
national demand  the  question  came  up  whether  ASEAN  could  not  offer  some 
relief  by  absorbing  more  trade  of  the  member  countries.  ASEAN  has  since 
1977  been  engaged  in  a  scheme  of  trade  preferences,  the  so-called  ASEAN 
Preferential  Trading  Arrangement,  under  which  preferences  were  given  to  a 
large  number  of  ASEAN  products  in  the  form  of  10  per  cent  to  25  per  cent 
lower  duties.  Although  the  number  of  items  included  in  the  scheme  has  ex- 
panded since  its  inception,  nevertheless  the  impact  on  intra-ASEAN  trade 
volume  has  so  far  been  minimal.  Various  new  initiatives  were  then  proposed  to 
enhance  ASEAN  economic  co-operation,  in  particular  trade  co-operation. 
Prominent  among  the  proposals  was  the  establishment  of  an  ASEAN  Free 
Trade  Area,  either  to  be  followed  by  a  Custom  Union  or  a  Common  Market. 


Apparently,  ASEAN  was  not  ready  for  a  Free  Trade  Area,  particularly  In- 
donesia seems  to  have  difficulties  in  accepting  the  idea,  at  least  up  till  now. 
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The  main  reason  is  that  in  Indonesia,  and  for  that  matter  in  the  other  member 
countries  as  well,  the  industrial  sector  is  still  at  an  early  stage  of  development. 
Many  industries  still  need  protection  before  they  can  be  exposed  more  widely 
to  outside  competition. 

Instead,  at  its  Summit  Meeting  in  Manila  in  December  1987,  the  ASEAN 
Heads  of  Government  adopted  a  scheme  to  further  expand  the  existing 
ASEAN  PTA.  Targets  were  set  for  a  five  year  period,  to  include  at  least  90  per 
cent  of  all  traded  items  in  the  PTA,  with  a  value  of  not  less  than  50  per  cent  of 
total  ASEAN  trade.  The  margin  of  preference  on  all  items  already  included  in 
the  PTA  will  be  deepened  to  50  per  cent  over  the  same  period.  The  rules  of 
origin  in  the  PTA  will  also  be  relaxed  to  allow  more  products  to  qualify  for 
preferential  treatment.  An  agreement  was  also  reached  to  refrain  from  im- 
posing new  non-tariff  measures  affecting  ASEAN  trade  and  to  give  preference 
to  ASEAN  in  reducing  existing  NTMs. 

New  initiatives  were  agreed  also  in  other  fields  outside  of  trade.  For  exam- 
ple, in  the  field  of  industrial  co-operation,  it  was  agreed  to  further  encourage 
the  establishment  of  ASEAN  joint  ventures  by  indicating  clearly  the  industries 
open  for  AIJV  (ASEAN  Industrial  Joint  Ventures)  projects  and  by  allowing 
larger  participation  of  foreign  capital.  The  market  support  given  to  AIJV  pro- 
jects will  also  be  enlarged  by  giving  a  deeper  margin  of  tariff  preference,  name- 
ly 90  per  cent. 

What  is  the  economic  rationale  for  regional  economic  groupings  such  as 
ASEAN?  Regional  groupings  are  not  normally  created  on  the  basis  of  eco- 
nomic considerations  alone.  Political  motives  are  very  often  a  dominant  fac- 
tor. In  the  case  of  ASEAN,  political,  security,  economic,  and  cultural  objec- 
tives, all  have  played  a  role  in  its  formation.  But  as  far  as  the  economic 
justification  is  concerned,  ASEAN  like  other  regional  groupings,  was  sup- 
posed to  widen  the  market  for  industries  of  the  region  and  thereby  enabling 
them  to  achieve  economies  of  scale  and  increase  efficiency  through  greater 
specialisation. 

However,  unlike  the  European  Community  with  a  much  larger  potential 
market,  many  people  doubt  whether  the  ASEAN  market  is  large  enough  to 
justify  regional  economic  integration.  Many  believe  that  the  size  of  the 
ASEAN  market  is  too  small  to  serve  as  the  sole  basis  for  industrial  develop- 
ment of  the  region.  In  addition,  industrialisation  requires  not  only  sufficient 
markets,  but  also  technology  and  capital  which  ASEAN  itself  would  not  be 
able  to  provide  entirely  from  within  the  region. 
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If  the  usual  argument  for  regional  integration,  which  is  widening  the 
market,  seems  to  be  less  reassuring  in  the  case  of  ASEAN,  does  it  mean  that 
there  is  no  strong  economic  justification  for  the  formation  of  ASEAN  as  a 
regional  grouping?  One  strong  argument  that  one  could  make  for  ASEAN  co- 
operation is  to  serve  as  an  intermediate  step  towards  greater  integration  into 
the  global  economy.  From  the  region's  long  run  perspective  it  is  imperative 
that  the  ASEAN  member  countries  should  gear  their  economies  toward  the 
world  economy  at  large,  and  not  project  their  development  on  the  basis  of  the 
region  only.  The  ASEAN  countries  should  pursue  industrialisation  oriented 
toward  the  whole  international  market.  If  in  the  process  of  opening  their 
markets  to  imports  from  abroad  they  are  facing  resistance  from  domestic  in- 
dustries, it  may  be  easier  to  start  liberalisation  on  a  limited  scale,  applicable 
only  to  a  small  number  of  trading  partners  such  as  the  ASEAN  member  coun- 
tries. At  a  later  stage,  when  the  national  economies  are  ready,  the  more  liberal 
trade  system  could  be  applied  to  other  countries  as  well.  ASEAN  would  thus 
serve  as  a  testing  ground  for  trade  liberalisation,  which  eventually  would  be 
applied  on  a  world-wide  scale.  The  ultimate  goal  for  the  ASEAN  countries 
would  be  to  achieve  their  rightful  place  and  to  play  their  proper  role  in  the 
world  economy. 

In  this  connection  it  is  interesting  to  note  that  during  many  discussions 
among  ASEAN  Senior  Officials,  leading  towards  the  ASEAN  Summit 
Meeting  in  Manila  at  the  end  of  1987,  in  tabling  their  proposals  all  the  officials 
were  careful  to  point  out  that  in  their  view  ASEAN  trade  co-operation  should 
not  violate  any  GATT  rule  or  principles.  ASEAN  trade  preferences  and  co- 
operation is  perceived  within  the  framework  of  the  wider  multilateral  trading 
system. 

ASEAN  economic  co-operation  is  thus  viewed  by  all  member  states  not  as 
a  closed  exclusive  regional  grouping  leaning  toward  inward  looking  policies. 
Rather,  ASEAN  co-operation  is  regarded  as  part  of  an  overall  outward 
looking  strategy. 

THE  ASIA  PACIFIC  REGION 

Indonesia's  success  to  regain  higher  economic  growth  will  be  determined 
foremost  by  its  own  domestic  policies,  but  the  external  environment  will  also 
sipnificantlv  affect  the  outcome  of  the  adjustment  programme.  In  particular, 


PACIFIC  CO-OPERATION 


311 


It  has  become  quite  clear  that  international  trade  and  investment  flows 
have  shifted  to  the  Pacific  during  the  last  decade.  This  important  change  in  the 
geographical  pattern  of  global  economic  activity  is  widely  recognised.  In- 
donesia and  ASEAN,  for  example,  are  well  aware  of  the  changing  pattern  of 
trade,  since  their  external  trade  in  the  last  couple  of  years  has  increased  fastest 
with  the  countries  in  the  region,  particularly  with  Japan,  the  USA,  Canada, 
Hong  Kong,  China,  Taiwan,  Korea  and  Singapore. 

It  is,  therefore,  quite  natural  that  in  recent  years  a  great  deal  of  discussions 
have  taken  place  about  possible  Asia  Pacific  economic  co-operation,  in 
preparation  for  the  dawning  of  the  "Pacific  Age."  Since  it  is  generally  agreed 
that  the  trend  toward  concentration  of  world  economic  activity  in  the  Pacific 
region  will  continue  well  into  the  21st  century,  it  is  deemed  necessary  to  ex- 
plore possibilities  of  co-operation  among  the  Pacific  rim  countries,  with  a  view 
to  identifying  problems  and  ways  of  overcoming  obstacles  to  ensure  the 
smooth  and  steady  growth  of  a  Pacific  community. 

Consistent  with  its  views  concerning  regional  co-operation,  all  the  ASEAN 
countries  seem  to  endorse  the  efforts  to  strengthen  economic  ties  with  the 
other  countries  in  the  Pacific  region,  but  they  do  not  look  at  the  idea  in  terms 
of  "regionalism,"  but  in  the  context  of  "globalism."  According  to  this  view 
Pacific  economic  co-operation  should  be  conducted  in  the  form  of  an  open 
system  without  exclusivity  and  should  contribute  to  the  improvement  of 
growth  potentials  of  the  world  economy  at  large. 

One  noteworthy  development  in  the  Asia  Pacific  region  lately  is  the 
emergence  of  new  industrialised  countries  known  as  the  Asian  NICs  or  the 
Asian  tigers,  namely  the  Republic  of  Korea,  Taiwan,  Hong  Kong  and 
Singapore.  Their  success  in  penetrating  world  markets,  and  significantly  in- 
creasing their  share  in  world  trade,  has  important  implications  for  other  coun- 
tries, developed  as  well  as  developing.  For  the  ASEAN  countries  the  rapid  rise 
of  the  Asian  NICs  has  favourable  as  well  as  unfavourable  consequences.  The 
favourable  impact  of  the  NICs  is  that  these  countries  increasingly  offer  attrac- 
tive markets  for  ASEAN  exports  since  their  rapidly  growing  economies  require 
ever  larger  imports,  of  materials  as  well  as  consumer  goods.  Especially  since 
about  3  or  4  years  ago,  when  the  currencies  of  the  NICs  slowly  began  to  ap- 
preciate against  the  ASEAN  currencies,  and  since  the  NICs  began  to  reduce 
their  restrictions  on  imports,  these  countries  offer  opportunities  for  ASEAN 
to  find  new  expanding  outlets  for  their  exports.  In  addition,  the  NICs  gradual- 
ly become  also  an  important  source  of  capital  for  investment  in  the  ASEAN 
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The  emergence  of  the  NICs  created  also  problems  for  ASEAN.  First,  the 
NICs  are  strong  competitors  in  major  markets,  such  as  America,  Japan' and 
the  European  Communities,  for  labour  intensive  products  such  as  textiles, 
garments,  footwear,  and  electric  household  and  office  equipment.  Further- 
more, the  surge  of  NICs  exports  to  the  US  and  EC  has  attracted  public  atten- 
tion in  these  countries,  particularly  since  it  has  created  growing  trade  surpluses 
for  the  NICs.  Increasingly  the  NICs  have  become  the  target  of  pressures  to  fur- 
ther liberalise  their  trade  regimes.  Pressures  from  the  US  and  EC  we're  also 
directed  at  opening  up  trade  in  services  such  as  banking,  insurance,  ad- 
vertising, and  telecommunications.  Protection  of  intellectual  property  rights 
and  of  labour  rights  were  also  subject  to  pressures  in  relation  to  the  increasing 
trade  imbalance  between  the  NICs  and  major  industrialised  countries. 

These  developments  create  problems  for  ASEAN  because  the  pressures 
exerted  against  the  NICs  to  reduce  their  trade  surpluses  have  spilled  over  to  the 
ASEAN  countries  as  well.  Even  though  the  ASEAN  countries  have  not  ac- 
cumulated trade  surpluses  with  major  industrialised  countries  to  the  same  ex- 
tent as  the  NICs,  they  also  have  felt  the  market  opening  pressure,  in  particular 
from  the  US.  There  is  a  feeling  among  ASEAN  countries  that  they  have  been 
treated  unfairly  because  they  have  not  been  given  the  same  chance  to  develop 
their  economies  as  was  given  to  the  NICs,  which  have  developed  their  in- 
dustries some  10  to  15  years  earlier.  The  presence  of  the  NICs  in  the  region 
may  thus  force  the  ASEAN  countries  to  subject  their  industries  to  full  interna- 
tional competition  prematurely. 

In  the  Uruguay  Round  and  multilateral  trade  negotiations,  for  example, 
the  major  industrial  countries  insist  that  the  more  advanced  developing  coun- 
tries "participate  more  fully"  in  the  negotiations,  meaning  that  trade  conces- 
sions be  exchanged  with  these  countries  on  the  basis  of  full  reciprocity.  While 
the  target  of  this  negotiating  position  originally  were  the  NICs,  in  practice  all 
developing  countries  are  subject  to  the  same  treatment,  except  perhaps  for 
some  of  the  least  developed  ones  among  the  developing  countries. 

Another  important  issue  confronting  the  countries  in  the  Asia  Pacific 
region,  or  all  countries  for  that  matter,  is  how  to  face  the  consequences  of  the 
tremendous  changes  that  are  taking  place  in  America  and  Japan  as  these  coun- 
tries are  reducing  or  eliminating  their  huge  and  persistent  trade  imbalances.  In 
the  long  run,  America  should  cease  to  be  a  net  capital  importing  country,  and 
thereby  eliminate  its  huge  trade  deficits,  while  Japan  should  cease  to  grow 
rapidly  mainly  on  the  basis  of  its  exports.  In  the  meantime,  how  and  how  fast 
the  two  countries  in  carrying  out  the  restructuring  of  their  economies  will  have 
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important  effects  on  other  countries,  in  particular  the  countries  in  the  region. 

Assuming  that  the  elimination  of  America's  payment  deficits  proceeds 
smoothly  without  disruptive  crises,  it  would  mean  that  ASEAN's  export  to 
that  country  can  continue  on  a  steady  pace  without  too  much  obstruction  from 
protectionist  lobbies  in  that  country.  Even  if  import  demand  in  the  US  will  not 
increase  as  fast  as  during  the  last  5  or  6  years,  when  the  US  was  accumulating 
very  large  trade  deficits,  Indonesia  and  the  other  countries  in  the  region  have 
in  the  meantime  gained  sufficient  competitive  power  to  ensure  continued 
satisfactory  growth  of  export  to  that  major  market. 

In  addition,  if  America  no  longer  needs  large  capital  imports  to  finance  its 
deficits,  capital  may  be  more  readily  available  to  the  developing  countries  in 
the  region,  particularly  Indonesia  and  the  other  ASEAN  countries. 

Similarly,  if  Japan  can  reduce  its  payments  surpluses  smoothly,  Japan  will 
offer  a  vast  and  expanding  market  for  the  developing  countries  of  the  region. 
Particularly,  if  the  Japanese  economy  continues  to  base  its  growth  on  its 
domestic  demand,  like  it  has  been  doing  during  the  last  year,  the  Japanese 
market  will  be  a  strong  magnet  for  exports  from  South-East  Asia.  On  the  other 
hand,  with  less  surpluses  available,  capital  outflow  from  Japan  may  slow 
down.  However,  it  is  very  unlikely  that  Japan  will  stop  exporting  capital  in  the 
foreseeable  future,  and  more  likely  it  will  continue  to  provide  ample  financial 
resources  to  the  capital  importing  developing  countries  of  the  region. 

To  conclude,  Indonesia's  success  in  overcoming  its  present  problem  of 
resources  squeeze  depends  mainly  on  three  factors:  its  own  domestic  policies, 
an  expanding  international  market,  and  continued  inflow  of  capital.  With 
regard  to  domestic  policies,  the  Indonesian  government  has  shown  its  capabili- 
ty and  determination  to  continue  with  market  oriented  adjustment  policies,  at 
the  macro  as  well  as  micro  level.  Judging  from  past  performances,  it  is  likely 
that  the  government  will  carry  out  at  least  the  most  important  steps  necessary 
to  enable  the  economy  to  grow  while  maintaining  a  proper  balance  in  its  exter- 
nal payments.  As  to  the  external  environment,  ASEAN  and  the  Asia  Pacific 
region  offer  promising  prospects  for  continued  growth  for  Indonesia.  In- 
donesia is  quite  fortunate  to  be  part  of  a  fast  growing  region  of  the  world  that 
promises  to  continue  expanding  in  the  foreseeable  future.  With  regard  to 
capital  inflow,  again  the  Asia  Pacific  region  offers  good  prospects  for  con- 
tinued supply  of  investment  capital  to  Indonesia.  Even  if  the  US  may  no  longer 
function  as  the  main  source  of  capital,  Japan  and  the  Asian  NICs  are  likely  to 
become  large  suppliers  of  capital  to  make  up  for  the  fall  of  capital  inflow  from 
other  parts  of  the  world. 


Japan's  Growing  Role: 
An  International  Perspective 


Kiichi  SAEKI 


An  important  and  fundamental  change  takes  place  in  the  world  today,  the 
systems  for  international  politics,  economy  and  security  which  have  developed 
over  the  postwar  years  are  losing  the  function  to  effectively  deal  with  emerging 
realities,  a  situation  that  strongly  requires  reform  and  turnabout.  An  attempt 
to  discover  a  new  approach,  including  the  building  of  a  new  order,  should  re- 
quire streneous  thinking  and  study  from  the  comprehensive,  long-term  and 
global  perspective. 

Discussions  in  this  paper  will  focus  on  three  points:  First,  the  profound  im- 
pact of  the  international  economic  imbalance  on  the  world's  politics  and 
economy.  Second,  the  new  development  that  seems  to  promise  an  improve- 
ment of  US-Soviet  relations  through  dialogues  and  negotiations  with  regard  to 
the  issues  of  peace  and  disarmament,  and  the  outlook  and  impact  of  the  new 
development.  And  third,  the  remarkable  economic  development  in  the  Asia- 
Pacific  region  and  a  concept  on  the  desirable  economic,  cultural  and  academic 
co-operation  in  this  region. 


INTERNATIONAL  ECONOMIC  IMBALANCE 

The  international  economic  imbalance  which  has  a  serious  impact  on  the 
world  economy  and  politics  is  dramatically  symbolised  by  the  fact  that  the 
United  States  which  created  the  postwar  international  economic  system  and 
reigned  as  the  key  currency-nation  has  become  the  world's  largest  debtor  na- 

This  article  is  originally  a  paper  presented  at  the  Thirteenth  Indonesia- Japan  Conference,  Bali, 
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tion,  while  Japan  which  started  as  a  defeated  and  underdeveloped  country 
after  the  war  has  become  the  world's  largest  creditor  nation. 

Indeed,  the  American  current  account  deficit  stood  at  US$170  billion  in 
1987  and  its  net  external  debt  balance  exceeded  US$400  billion  at  the  end  of 
1987.  There  will  be  some  improvement  in  the  US  trade  balance  in  the  coming 
years,  but  the  external  debt  balance  will  continue  to  expand,  and  will  likely 
reach  US$800  billion  toward  the  end  of  the  1980s.  Throughout  most  of  the 
1990s,  the  United  States  will  remain  a  debtor  nation. 

In  contrast,  Japan's  current  account  surplus  amounted  to  US$87  billion  in 
1987.  At  the  end  of  that  year,  Japan's  net  external  credit  balance  ran  to 
US$240  billion.  By  the  early  1990s,  Japan  will  have  a  net  external  credit  worth 
US$400  billion. 

The  international  economic  imbalance  will  reach  proportions  of  greater 
complexity  and  seriousness  due  to  the  accumulated  debt  of  developing  coun- 
tries which  is  expected  to  increase  from  US$1,190  billion  at  the  end  of  1987  to 
US$1,245  billion  at  the  end  of  this  year. 

This  international  economic  imbalance,  particularly  between  two  economic 
superpowers  --  the  United  States  and  Japan  --  should  not  be  left  as  it  is  for 
long.  If  the  world  economy  is  to  be  managed  smoothly,  balance  must  be 
restored  through  some  process  of  adjustment.  What  constitutes  a  major 
challenge  is  whether  this  adjustment  can  be  achieved  by  avoiding  international 
economic  dislocation  or  collapse  such  as  the  dollar's  continuing  fall,  the  explo- 
sion of  protectionism  in  the  United  States,  the  bloc  formation  of  the  world 
economy  and  debt  crisis  of  the  Third  World  resulting  in  a  serious  worldwide 
recession. 

This  is  the  most  important  economic  issue  that  should  be  coped  with,  not 
by  the  US  and  Japan  alone,  but  through  co-operation  among  all  the  countries 
of  the  free  world.  It  is  hoped  that  this  problem  will  be  solved  constructively 
through  accelerating  domestic  demand-led  growth  in  Japan  and  Western  coun- 
tries excluding  the  United  States,  and  stabilising  exchange  rates  including 
their  orderly  changes.  There  is  a  great  possibility  for  the  situation  to  turn  to 
this  direction.  However,  if  a  wrong  step  is  taken  and  effective  international  co- 
operation for  economic  measures  fails,  it  may  rekindle  inflation  in  the  United 
ctotp,  tn  thP  Hporee  that  induces  a  Third  World  credit  crisis  and  worldwide 
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The  greatest  factor  which  has  enabled  the  Free  World  to  maintain  advan- 
tage over  the  East  has  been  the  high  industrial  productivity  and  efficiency  and 
the  economic  prowess  sustained  by  the  market  economy.  However,  if  inappro- 
priate measures  are  taken  in  the  process  from  recovery  from  the  interna- 
tional economic  imbalance,  international  security  may  be  threatened  by 
economic  collapse  rather  than  by  military  threat.  The  international  economic 
imbalance  also  raises  the  question  of  reviewing  the  defence  burden  sharing  or 
the  burden  sharing  in  comprehensive  security,  between  the  United  States  and 
its  allies. 

Can  the  world's  largest  debtor  nation  continue  to  play  the  role  as  a  world 
leader?  Can  the  world's  largest  debtor  nation  continue  to  bear  the  cost  of 
defending  the  world's  largest  creditor  nation  by  borrowing  from  that  creditor? 
Should  the  United  States  involve  itself  in  the  defence  of  its  allies  even  at  the 
cost  of  the  quality  of  American  life?  Should  the  United  States  endure  the 
heavy  burden  of  defence  of  the  West,  while  its  allies  share  relatively  light 
defence  burdens  and  strengthen  their  economic  competitiveness  against  the 
US?  Will  the  United  States  continue  to  bear  the  heavy  defence  burden  for  its 
allies  even  when  they  disturb  American  efforts  to  restore  economic  balance  or 
even  when  they  take  advantage  of  American  economic  weakness?  When  a 
country  finds  it  increasingly  difficult  to  assure  the  implementation  of  the  great 
external  commitments  it  has  made,  will  its  allies  offer  sufficient  co-operation 
to  that  country  for  the  maintenance  of  their  alliance? 

The  United  States  must  appreciate  what  Walter  Lipmann  wrote  in  1943: 
"Foreign  policy  consists  in  bringing  into  balance  with  a  comfortable  surplus  of 
power  in  reserve,  the  nation's  commitments  and  the  nation's  power."  It  would 
be  the  natural  course  that  the  American  people  have  determined  to  ask  their 
allies  for  fair  burden  sharing  in  order  to  bring  their  commitments  and  their 
power  into  balance. 

However,  the  problem  raised  here  is  more  complicated  and  has  broader  im- 
plications. The  demand  for  burden  sharing  should  be  based  on  the  assurance  of 
proper  sharing  in  the  decisions  on  common  defence  policies  and  comprehen- 
sive security  policies.  Must  we  regard  the  weakening  of  American  leadership  as 
the  lack  of  world  leadership  and  as  the  beginning  of  an  end  to  Pax  Americana, 
and  must  we  consider  the  construction  of  a  new  international  management 
system  that  replaces  it?  Will  it  be  sufficient  to  consider  local  reorganisation 
while  maintaining  the  basic  framework  of  the  alliance  system  led  by  the  United 
States?  These  questions  must  be  answered.  In  fact,  however,  the  American 
economy  is  strong  enough  to  overcome  the  twin  deficits  and  revitalise  itself, 
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and  for  now  it  is  realistic  to  set  aside  any  concept  transcending  the  framework 
of  complementing  US  leadership  as  an  approach  beyond  our  immediate  con- 
cern. 

NEW  DEVELOPMENTS  IN  US-SOVIET  RELATIONS 

Regarding  the  second  issue  and  disarmament,  I  would  like  to  consider  new 
encouraging  developments  that  are  emerging  in  the  relations  between  the 
United  States  and  the  Soviet  Union;  that  is  improvements  of  the  relations 
through  dialogues  and  talks. 

The  present  situation  seems  to  justify  a  view  that  new  promising  changes 
are  taking  place  to  stabilise  and  improve  US-Soviet  and  East- West  relations 
through  dialogues  and  talks.  Already  there  have  been  three  summit  meetings 
between  US  President  Ronald  Reagan  and  Soviet  Secretary  General  Mikhail 
Gorbachev,  and  as  many  as  26  talks  between  US  Secretary  of  State  George 
Shultz  and  Soviet  Foreign  Minister  Eduard  Shevardnadze.  The  INF 
(Intermediate-range  Nuclear  Forces)  treaty  was  signed  late  last  year  between 
the  two  superpowers,  and  their  defence  Ministers  talked  for  the  first  time  in 
March  this  year.  On  April  14,  the  Afghan  peace  treaty  was  concluded  through 
mediation  by  the  United  Nations.  From  May  29  to  June  2,  the  4th  US-Soviet 
summit  was  held  and  there  is  a  possibility  of  a  fifth  summit  within  the  year. 

The  INF  treaty  aims  to  reduce  only  4-5  per  cent  of  nuclear  weapons,  but 
nevertheless  it  can  be  evaluated  as  an  epoch-making  agreement  that  makes  a 
breakthrough  in  disarmament  talks., The  treaty  does  not  stipulate  control  of 
future  weapons  but  abolition  of  one  type  of  existing  nuclear  weapons.  It  is  an 
asymmetrical  reduction  including  major  cuts  on  the  part  of  the  Soviet  Union 
and  it  contains  revolutionary  and  broad  verification  plans,  including  spot  in- 
spection and  continued  surveillance. 

We  should  also  properly  evaluate  the  strong  leadership  of  Gorbachev  who 
aims  to  introduce  a  "new  way  of  thinking"  in  foreign  policy  and  security 
policy  in  regard  to  the  pullout  of  Soviet  forces  from  Afghanistan. 

There  is  little  possibility  for  an  agreement  to  be  signed  for  the  50  per  cent 
reduction  of  strategic  nuclear  arsenal  at  the  4th  summit.  However,  it  is  certain 
that  the  ratified  INF  treaties  will  be  exchanged,  and  preparations  for  various 
special  statements  and  conclusion  of  agreements  have  been  made  to  assure 
continued  efforts  for  maintaining  the  disarmament  momentum  that  has  been 
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created  through  the  signing  and  ratification  of  the  INF  treaty.  Some  progress 
is  expected  in  the  talks  on  regional  conflicts  and  the  human  right  issue.  The 
bilateral  relations  on  the  working  level  including  the  trade  issue  will  also  be  im- 
proved. 


Be  that  as  it  may,  sufficient  significance  can  be  found  in  the  fourth  US- 
Soviet  summit  as  it  demonstrates  the  progress  of  efforts  being  made  to  pro- 
mote mutual  understanding  and  stabilise  and  improve  bilateral  relations 
through  dialogue  and  talks  and  confirm  this  as  something  irrevocable.  It  is 
significant  that  by  visiting  Moscow  for  the  first  time  in  16  years,  the  US  Presi- 
dent gave  a  strong  impression  to  the  world  about  the  actual  stabilisation  of  the 
bilateral  relations  and  expectations  for  their  improvement.  We  should  also 
note  that  President  Reagan,  who  once  branded  the  Soviet  Union  as  an  "evil 
empire,"  has  changed  his  view  so  as  to  see  Gorbachev  as  a  real  friend  with 
whom  he  can  discuss  anything  without  personal  malice.  We  should  also  note 
the  British  Premier  Margaret  Thatcher's  positive  assessement  of  Reagan's 
Moscow  visit  and  of  the  Soviet  reform  initiated  by  Gorbachev,  which  will 
greatly  benefit  not  only  the  Soviet  people  but  also  the  peoples  of  other  coun- 
tries. 

We  should  also  pay  attention  to  the  fact  that  the  recent  developments  in 
US-Soviet  relations  are  strongly  influenced  by  Gorbachev's  new  approach, 
and  that  a  new  way  of  thinking  should  be  introduced  to  the  issues  of  interna- 
tional relations  and  security.  In  his  political  report  to  the  27th  Soviet  Com- 
munist Party  Congress  in  1986,  Gorbachev  emphasised  the  following  points. 

1 .  No  country  can  defend  itself  only  by  means  of  military  technology.  Security 
is  a  major  political  problem  that  can  be  resolved  only  by  political  means. 

2.  Security  is  only  relative  as  far  as  US-Soviet  relations  are  concerned.  It  is 
not  the  best  wisdom  to  think  of  oneself  at  the  disadvantage  of  others. 

3.  There  is  no  victory  in  nuclear  war  or  arms  race.  Nuclear  war,  arms  race  or 
search  for  military  predominance  will  bring  about  no  political  benefit  to 
any  country. 

4.  The  present  level  of  nuclear  power  balance  on  both  conflicting  sides  which 
is  extraordinarily  high,  assures  equal  danger  to  both  sides.  The  level  of 
military  confrontation  should  be  sharply  lowered. 

5.  There  is  no  effective  alternative  to  co-operation  and  joint  action  by  all 
countries  concerned  under  the  present  circumstances.  Objective  conditions 
have  arisen  in  which  even  conflicts  with  capitalist  countries  can  continue 
only  in  the  forms  of  peaceful  competition  and  peaceful  rivalry. 
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6.  The  Soviet  Union  opens  its  doors  for  verification  and  is  interested  in 
verification  as  much  as  other  countries.  Comprehensive  and  strict  in- 
spection is  probably  one  of  the  most  important  factors  in  the  process  of 
disarmament. 

At  the  International  Forum  held  in  Moscow  in  1987,  Gorbachev  also  called 
our  attention  to  the  following  points. 

1.  The  Soviet  Union's  foreign  policy  is  affected  by  domestic  policies  more 
than  before.  We  need,  therefore,  continued  peace  and  it  is  important  for 
international  relations  to  take  a  predictable  and  constructive  course. 

2.  In  its  international  aspects,  perestroika  represents  a  socialist  call  for  peace- 
ful competition  with  all  types  of  government.  In  order  to  conduct  and 
develop  such  competition  in  a  civilised  form  befitting  mankind  in  the  21st 
century,  we  need  a  "new  way  of  thinking"  (novoye  myshlenye). 

3.  The  comprehensive,  specific  political  manifesto  on  the  inernational  securi- 
ty system  that  was  clarified  at  the  Communist  Party  Conference  a  year 
before  is  based  on  the  principle  that  one's  own  security  cannot  be  esta- 
blished at  the  cost  of  others'. 

4.  The  new  structure  of  international  security  cannot  be  built-up  unless  it  is 
based  on  trust.  Everyone  feels  the  lack  of  a  new  way  of  thinking  as  well  as 
the  lack  of  trust. 

The  introduction  of  a  new  way  of  thinking  in  such  international  relations 
should  be  followed  by  changes  in  the  Soviet  Union's  military  doctrine.  At  the 
International  Forum  held  in  Moscow,  Gorbachev  emphasised  that  his  coun- 
try's military  doctrine  is  obviously  oriented  toward  self-defence,  that  it  ad- 
vocates exclusion  of  massive  weapons  from  its  arsenal  and  restriction  of  war 
potential  within  the  rational  framework  and  that  the  Soviet  Union  has  re- 
peatedly declared  that  the  Soviet  Union  does  not  aim  at  greater  security  than 
other  countries  "but  will  not  be  content  with  security  less  than  others."  Soviet 
Defence  Minister,  Yazov  pointed  out  in  his  book  that  the  Soviet  military  doc- 
trine regards  defence  as  its  mainstay.  Thus  the  Soviet  Union  emphasises  that  it 
discards  predominance  in  arms  and  seek  rationally  sufficient  military  power 
for  defence. 

I  am  not  naive  enough  to  believe  that  all  of  these  words  will  be  put  into  ac- 
tion, but  it  would  be  wrong  to  take  all  these  words  as  only  propaganda.  The 
Soviet  concessions  in  the  IMF  treaty  negotiations,  Gorbachev's  decisions  that 
led  to  the  pullout  of  Soviet  forces  from  Afghanistan,  the  Soviet  Union's  ex- 
pression of  its  intention  to  participate  in  the  Olympics  in  Seoul  and  the  co- 
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operative  attitude  towards  Middle  East  problems  and  at  the  United  Nations 
lead  us  to  admit  that  the  introduction  of  a  "new  way  of  thinking"  contains 
something  more  than  mere  rhetoric  and  propaganda. 

Even  if  Gorbachev's  intention  to  promote  perestroika,  glasnost  and 
novoye  myshlenye  is  serious,  it  does  not  appear  that  sufficient  conditions  to 
realise  his  aims  exist  in  the  Soviet  Union.  There  are  oppositions  and  insubordi- 
nation to  Gorbachev's  perestroika  as  domestic  reforms  among  the  top  echelon 
of  the  Soviet  leadership,  in  the  middle-level  bureaucracy  and  even  among  the 
general  public.  If  glasnost  is  excessive,  it  is  that  it  runs  the  risk  of  exploding 
ethnic  movements  in  the  Soviet  Union  beyond  control.  If  his  domestic  reforms 
are  pushed  too  rapidly,  it  may  develop  into  a  crisis  in  which  the  Soviet  system 
may  collapse.  If  it  is  moved  too  slowly,  the  momentum  for  reform  will  be  lost. 

The  introduction  of  a  "new  way  of  thinking"  in  foreign  policy  to  ac- 
celarate  domestic  reforms  will  inevitably  suffer  the  same  fate  as  perestroika 
and  glasnost  if  they  fail.  In  the  long  term,  successful  domestic  reforms,  rather 
than  their  failure,  may  bring  about  a  crisis  in  the  Soviet  domination  of  Eastern 
Europe. 

However,  it  is  certain  that  at  the  bottom  of  Gorbachev's  thinking  there  is  a 
sense  of  crisis  that  the  Soviet  Union  may  tumble  down  from  its  position  as  a 
superpower  unless  domestic  reforms  are  carried  out  energetically  to  correct  its 
serious  economic  and  social  stagnation.  And  if  he  assumes  that  perestroika  is 
necessary  to  revitalise  the  Soviet  economy  and  that  a  serious  pursuit  of  lasting 
peace,  predictable  and  constructive  international  relations  are  needed  to 
concentrate  on  perestroika,  it  appears  that  the  Soviet  Union  does  not  have  any 
alternative  but  to  pursue  his  domestic  reforms,  particularly  perestroika,  and 
the  introduction  of  a  "new  way  of  thinking"  in  its  foreign  and  security  policy. 
Even  if  the  Soviet  leader  fails  in  these  attempts  and  loses  his  post,  the  Soviet 
Union  does  not  seem  to  have  room  to  choose  a  return  to  a  path  of  military  ex- 
pansion as  pursued  in  the  Brezhnev  era. 

We  should  consider  that  even  if  Gorbachev's  domestic  and  foreign  policies, 
especially  the  introduction  of  a  "new  way  of  thinking,"  may  be  halted  or 
decelerated,  fundamentally  they  are  unlikely  to  be  reversed.  We  should  thus 
aggressively  respond  to  new  situations  and  opportunies. 

However,  in  dealing  with  the  Soviets,  we  should  bear  in  mind  the  following 
three  points: 
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First,  the  Soviets  have  not  given  up  trying  to  outcompete  the  United  States 
and  the  Western  world  in  the  type  of  government.  They  are  attempting  to  in- 
troduce a  "new  way  of  thinking"  into  their  diplomatic  and  national  security 
policy  and  orient  their  military  doctrine  toward  self-defence  because  they  wish 
to  preserve  their  standing  as  a  superpower  rivalling  the  United  States  in  the 
21st  century,  and  because  they  perceive  such  measures  to  be  in  their  best  in- 
terest for  maximising  the  benefits  of  the  nation.  They  have  not  shed  their 
strong  dependence  on  and  tendency  towards  power.  The  closed  nature  of  the 
Soviet  government,  its  secrecy  and  heavy-handedness  with  regard  to  human 
rights,  remain  disquieting.  Admittedly,  the  nature  of  the  threat  posed  by  the 
Soviets  is  changing,  but  still  it  will  not  disappear. 


Second,  we  should  not  be  overly  optimistic  about  the  speed  with  which  the 
Soviets  shift  their  policy  in  the  direction  we  hope.  Reform  of  society  and  the 
introduction  of  new  thinking  cannot  proceed  quickly,  given  the  ingrained 
habits  of  the  Russian  people,  entrenched  tradition,  rigidities  of  the  system  and 
conflicts  within  the  military  and  leadership.  We  must  make  sure  that  Soviet 
leaders  match  their  words  with  deeds  and  respond  to  seemingly  promising 
developments  with  much  caution.  We  should  take  the  process  of  trust  while 
verifying  the  facts  rather  than  "trust  but  verify".  If  being  accustomed  to 
democratic  ways,  we  let  our  optimism  go  too  far,  and  if  the  Western  world 
overestimates  the  extent  and  speed  of  reform  in  the  Soviet  Union  and  relaxes 
its  guard,  the  actual  military  balance  might  tilt  in  disfavour  of  the  West  to  the 
extent  that  it  jeopardises  the  strategic  military  balance.  However,  proper  under- 
standing of  the  significance  of  the  new  Soviet  approach  should  not  allow  ex- 
cessive caution  to  prevent  us  from  seizing  a  good  opportunity  for  establishing 
a  stable  East- West  relationship. 


Third,  while  improving  its  relationship  with  the  United  States,  the  Soviet 
Union  may  take  advantage  of  problems  besetting  the  relations  between  the 
three  centres  of  power  in  the  West,  namely  the  United  States,  Western  Europe 
and  Japan.  We  must  cope  with  this  possibility  with  due  caution.  As  Secretary 
General  Gorbachev's  speech  delivered  at  the  27th  Soviet  Communist  Party 
Congress  indicates,  he  does  not  believe  that  flaws  in  their  mutual  relations  will 
easily  undermine  the  economic,  military  and  political  bonds  uniting  the  United 
States,  Japan,  and  that  Western  Europe  and  Japan  will  act  in  concert  with  the 
United  States  at  the  expense  of  their  own  interests.  Gorbachev  is  also  aware  of 
the  possibility  that  the  emergence  of  another  centre  of  power  will  aggravate  the 
distortions  of  the  relations  between  the  three  major  powers. 
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Western  countries  must  prepare  proposals  that  will  strengthen  solidarity  in 
the  West  and  must  be  ready  to  actively  assume  leadership  in  negotiations  to 
build  desirable  East- West  relations  so  that  a  schism  among  the  Western  coun- 
tries will  not  deepen  by  passively  responding  to  Soviet  proposals,  not  to  men- 
tion arms  reduction  negotiations. 

If  US-Soviet  relatipns  are  stabilised  and  move  steadily,  if  not  rapidly 
towards  improvement  through  dialogues  and  negotiations,  US  counter- 
measures  to  the  Soviet  threat  and  the  strategic  value  of  China  as  a  buffer  state 
will  decline.  For  China,  the  need  to  depend  on  the  US  to  counter  the  Soviet 
threat  will  decline.  China  may  consider  that  the  "new  way  of  thinking"  in 
Soviet  foreign  policy  will  promote  an  improvement  of  Sino-Soviet  relations. 
The  three  major  obstacles  that  stand  in  the  way  of  improving  Sino-Soviet  rela- 
tions are  thought  to  be  eased  and  headed  towards  a  resolution. 

However,  there  are  no  signs  that  it  will  progress  to  the  degree  that  enables 
the  withdrawal  of  Vietnamese  troops  from  Kampuchea  in  the  near  future. 
Ultimately,  the  structure  of  the  coalition  government  after  the  withdrawal  of 
the  Vietnamese  troops  and  strong  mistrust  of  Vietnam  on  the  part  of  China  are 
making  the  solution  difficult.  China  does  not  intend  to  improve  Sino-Soviet 
relations  at  the  expense  of  Sino-US  relations.  It  will  persist  in  its  independent 
path  with  regard  to  the  US  and  the  Soviet  Union.  China  understands  fully  that 
the  US,  which  is  located  far  away  from  China  compared  with  the  neighbouring 
Soviet  Union,  will  bring  about  more  economic  benefits  and  fewer  military 
threats. 

Part  of  the  three  major  obstacles  in  Sino-Soviet  relations  may  be  main- 
tained for  the  time  being  even  after  the  Soviet  withdrawal  from  Afghanistan  as 
it  is  China's  advantage  to  pursue  benefits  from  an  improvement  of  relations 
with  the  Soviet  Union  without  losing  benefits  from  maintaining  friendly  poli- 
tical and  economic  relations  with  the  West. 

An  improvement  of  US-Soviet  relations  may  calm  America's  sense  of 
alarm  over  the  improvement  of  Japan-Soviet  relations  and  will  provide 
possibilities  of  promoting  to  some  extent  economic  exchanges  between  Japan 
and  the  Soviet  Union  through  trade  and  investment.  However,  the  US  may 
continue  to  watch  Japan  closely  regarding  technology  transfers  in  fields  which 
may  be  used  militarily  even  if  remotely.  Unless  the  Soviet  Union  shows  its 
sincerity  toward  resolution  of  the  territorial  issue,  there  will  be  limits  to  the  im- 
provement of  economic  exchanges  between  Japan  and  the  Soviet  Union.  A 
foothold  for  a  basic  improvement  of  Japan-Soviet  relations  including  the  ter- 
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ritorial  issue  will  not  be  realised  before  the  visit  to  Japan  by  Secretary  General 
Gorbachev.  The  Soviets  do  not  seem  ready  to  determine  to  introduce  a  "new 
way  of  thinking"  into  an  improvement  of  Japan-Soviet  relations  including  the 
territorial  issue.  It  appears  that  Japan  has  time  to  come  up  with  a  "new 
wisdom"  to  induce  the  Soviets  to  come  up  with  a  "new  way  of  thinking"  on 
this  issue. 


ECONOMIC  DEVELOPMENT  IN  THE  ASIA-PACIFIC  REGION 

With  respect  to  the  third  subject,  economic  development  in  the  Asia- 
Pacific  region,  the  important  problems  are  how  to  harmonise  economic  de- 
velopment in  this  region  to  the  global  development  of  the  world  economy  while 
maintaining  its  vigorous  dynamism  and  what  kind  of  institutional  backing  will 
be  necessary  to  support  economic,  cultural  and  academic  development  and  co- 
operation in  this  region. 


For  economic  development  in  the  Asia-Pacific  region,  optimistic  views  are 
predominant.  It  is  thought  that  the  V-shaped  formation  in  which  the  advanced 
countries  of  Japan,  the  US,  and  Canada  are  followed  by  newly  industrialised 
countries  (NICs),  which  in  turn  are  followed  by  the  ASEAN  countries  and 
China  and  that  spill-over  effects  of  development  will  continue  to  expand. 
Despite  an  adjustment  in  the  world  economy,  which  has  been  shaken  by  the 
twin  deficits  in  the  US,  wide  fluctuations  of  foreign  exchange  rates,  sharp  in- 
creases and  declines  in  crude  oil  and  other  primary  commodity  prices  and  a 
stock  market  crash,  the  Asia-Pacific  economy  did  not  lose  its  dynamism. 

South  Korea,  Taiwan  and  Hong  Kong  kept  on  growing  sharply  cashing  in 
on  "three  lows":  low  exchange  rates,  low  crude  oil  prices  and  low  interest 
rates.  Although  the  growth  rates  of  Malaysia,  Singapore  and  Indonesia  de- 
clined in  1985  and  1986,  their  economic  performance  improved  in  1987.  Due  to 
the  cheap  dollar  and  the  strong  Yen,  imports  from  NICs  and  Thailand  to 
Japan  shot  up,  while  the  share  of  Japan  in  investment  in  Asia  surged  from  10 
to  19  per  cent.  Taiwan's  direct  investment  in  the  ASEAN  countries  is  in- 
creasing sharply. 

At  the  sixth  general  meeting  of  the  Pacific  Economic  Co-operation  Con- 
ference (PECC)  held  in  Osaka  from  May  18  to  20  1988,  it  was  forecasted  that 
economic  activity  in  this  region  in  the  1990s  will  remain  dynamic  and  that 
economic  growth  rates  would  be  3  per  cent  for  North  America,  4  per  cent  for 
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Japan,  6-7  per  cent  for  the  Asian  NICs  and  China  and  5  per  cent  for  the 
ASEAN  countries. 

However,  the  fact  that  the  target  amount  of  the  "PECC  Fund,"  which  is 
needed  to  spread  the  scale  and  scope  of  PECC  activities  in  the  region  without 
relying  on  advanced  countries'  initiatives,  is  only  one  million  dollars  seems  to 
suggest  limitations  of  PECC  activities. 

Newspapers  report  that  there  were  many  misgivings  and  oppositions  to 
former  Prime  Minister  Nakasone's  call  through  video  tapes  to  make  the  PECC 
into  a  Pacific  version  of  the  OECD.  In  view  of  the  sensitive  reactions  of  the 
Asian  countries  which  fear  that  the  US  and  Japan,  superpowers  in  the  PECC 
and  members  of  the  OECD,  a  rich  nations'  club,  may  dominate  the  PECC, 
leadership  by  the  superpowers  in  the  PECC  should  be  carefully  avoided. 

In  the  Asia-Pacific  region,  there  are  advanced  industrial  countries  like  the 
US  and  Canada,  which  are  to  be  joined  by  a  free  trade  agreement,  and  other 
advanced  industrial  countries  like  Japan,  Australia  and  New  Zealand.  It  also 
includes  the  NICs,  the  ASEAN  countries,  the  island  nations  of  the  South 
Pacific,  China  with  its  huge  economic  potentials  and  the  USSR,  which  stated 
that  it  was  an  Asia-Pacific  as  well  as  a  European  nation. 

There  are  economic,  political,  cultural  and  religious  gaps  and  diversities 
among  these  countries.  It  will  be  difficult  to  adopt  OECD-type  common 
policies  among  these  nations  but  some  form  of  co-ordination  of  co-operative 
relations  will  be  necessary.  However,  at  present  co-operation  in  the  Asia- 
Pacific  region  should  be  promoted  with  the  following  priorities: 

1.  To  focus  on  economic  co-operation  and  market  opening,  and  on  cultural 
and  academic  co-operation; 

2.  To  avoid  exclusive  and  closed  regionalism.  The  danger  of  the  development 
of  a  bloc  to  cope  with  the  US-Canada  free  trade  agreement  and  formation 
of  an  integrated  market  by  EC.  should  be  strictly  avoided; 

3.  To  aim  at  forming  free  and  open  relationship  of  mutual  dependence  from 
a  global  perspective; 

4.  To  focus  on  functional  rather  than  organisational  integration  of  regional 
co-operation  and  not  make  haste  to  build  an  international  agency  by  related 
governments; 

5.  To  minimise  to  the  bare  necessity  the  chances  of  superpowers  taking  leader- 
ship. Japan  should  be  ready  to  take  necessary  initiatives  but  should  care- 
fully avoid  assuming  leadership; 
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6.  To  decide  on  whether  the  PECC,  a  co-operative  setup  of  government, 
business  and  academic  circles,  should  allow  the  Soviet  Union  to  become  an 
official  member  after  judging  what  kind  of  contribution  it  can  make  in 
economic  co-operation  of  this  region. 


JAPAN'S  INTERNATIONAL  ROLES 

Japan's  international  roles  may  be  summarised  as  follows: 


Basic  Posture 

1.  Japan  should  clearly  indicate  its  posture  as  "a  Japan  which  contributes  to 
the  world." 

2.  As  an  economic  superpower  and  the  world's  largest  creditor  nation,  Japan 
should  make  maximum  efforts  to  promote  smoothly  the  adjustment  pro- 
cess to  recover  balance  from  international  economic  inequilibrium.  Aggres- 
sive efforts  could  be  made  for  the  sustained  growth  of  the  world  economy, 
prevention  of  protectionism  and  solution  to  the  North-South  problems, 
especially  the  problem  of  cumulative  debts. 

3.  In  order  to  build  a  peaceful  and  stable  world,  Japan  could  undertake  a  fair 
burden-sharing  in  a  comprehensive  security  framework  in  addition  to 
playing  a  political  role  as  an  important  member  of  the  free  world. 

4.  With  the  realisation  that  the  international  political  and  economic  system 
which  prevailed  after  the  Second  World  War  is  now  undergoing  a  transition 
process,  Japan  should  search  for  new  policy  measures  including  the  build- 
ing of  a  new  world  order  from  a  long-term,  comprehensive  and  global  per- 
spective. 


Economic  Issues 

The  macro  economy  and  currencies 


Japan  should  make  efforts  to  shift  its  economic  structure  into  one  led  by 
domestic  demand  so  that  simultaneously  the  large  external  imbalances  are  cor- 
rected and  people  attain  a  living  standard  comparable  to  their  nation's  affluent 
status  and  so  that  such  a  society  can  be  maintained.  It  should  keep  on  making 
efforts  for  economic  policy  co-ordination  among  the  major  advanced  coun- 


326 


THE  INDONESIAN  QUARTERLY,  XVI/3 


tries  to  stabilise  foreign  exchange  rates.  For  this  purpose,  the  summit  countries 
should  conduct  mutual  surveillance  of  their  economic  performances  and  con- 
tinue co-operation  in  the  foreign  exchange  markets  including  joint  interven- 
tion. Furthermore,  they  should  search  for  measures  for  long-term  stabilisation 
of  the  international  currency  system. 

Trade  Issues 

Japan  should  actively  promote  the  Uruguay  Round  to  prevent  protec- 
tionism and  division  of  the  world  economy  into  blocs  and  to  maintain  and  ex- 
pand free  trade.  Contributions  of  the  NICs  to  the  revitalisation  of  the  world 
economy  should  be  given  their  due  respect  while  it  is  expected  that  these  coun- 
tries will  be  further  integrated  in  the  free  international  economic  system  and 
they  will  play  roles  commensurate  with  their  economic  power. 

The  Cumulative  Debt  Problem 

Based  on  the  assumption  that  debtor  nations  will  help  themselves,  the  flow 
of  funds  to  the  developing  countries  should  be  secured  in  co-operation  with  in- 
ternational agencies.  For  the  time  being,  economic  adjustment  and  the 
development  of  the  debtor  nations  could  for  example,  be  supported  on  a  case- 
by-case  basis. 

Political  Co-operation 

Measures  for  the  Post-INF  Situation 

Japan  may  support  US  initiatives  to  reduce  strategic  nuclear  arms  and  con- 
ventional arms  following  the  reduction  of  intermediate  nuclear  forces  (INF). 
In  doing  so,  Japan  could  pay  due  attention  to  Western  European  fears.  At  the 
same  time,  efforts  could  be  made  to  correct  imbalance  on  a  global  scale 
without  sacrificing  Asia,  while  launching  studies  on  a  comprehensive  strategy 
which  will  meet  the  needs  arising  from  new  developments  in  East-West  rela- 
tions. 

Afghanistan 

A  democratic  government  may  be  established  based  on  the  principle  of  na- 
tional self-determination  after  the  withdrawal  of  Soviet  troops  from  Afghanis- 
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tan.  For  this  purpose,  an  international  watchdog  organisation  could  be 
established  centering  on  the  United  Nations  and  Japan  may  participate  in  it. 
At  the  same  time,  a  structure  for  international  co-operation  should  be  built  for 
the  economic  reconstruction  of  Afghanistan.  Through  such  an  organisation, 
Japan  may  actively  aid  Afghan  reconstruction. 


Other  Regional  Conflicts 

Japan  could,  for  example,  co-operate  for  an  early  resolution  of  the  Iran- 
Iraq  War,  and  regional  conflicts  in  Cambodia  and  Central  America  and  aid  re- 
construction following  the  termination  of  conflicts. 


UN  Peace  Keeping 

It  appears  that  for  a  fair  burden-sharing  as  an  ally,  Japan  does  not  contem- 
plate shouldering  new  defence  roles  in  addition  to  the  continuous  build-up  of 
Japan's  defence  capabilities.  Instead  it  will  be  necessary  for  Japan  to  share  an 
increased  portion  of  expenses  for  US  troops  stationed  in  Japan.  At  the  same 
time,  Japan  could  be  ready  to  actively  participate  in  and  co-operate  with  the 
United  Nations'  international  peace-keeping  operations  in  addition  to  what  I 
have  stated  so  far. 


Aid  to  Developing  Countries 

Japan  may  make  efforts  to  enhance  aid  to  developing  countries  as  a  major 
part  of  a  fair  burden-sharing  from  the  view  point  of  comprehensive  security 
and  from  consideration  of  importance  of  the  North-South  problems.  Present 
official  development  assistance  (ODA)  may  be  increased  steadily  and  con- 
spicuously, while  efforts  could  be  made  to  upgrade  its  quality.  Effective 
measures  could  be  taken  for  economic  assistance  to  the  Philippines  which  re- 
quires special  political  considerations.  For  economic  assistance  to  Indonesia,  a 
record  figure  of  US$2.3  billion  was  agreed  upon  between  the  two  countries  at 
the  end  of  May  as  capital  assistance  in  the  current  year.  (US$300  million  has 
already  been  decided  upon,  and  US$1.4  billion  in  Yen  loans  and  US$600 
million  in  untied  loans  from  the  Export-Import  Bank  have  been  added.) 
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Promotion  of  Cultural  Exchanges 

Mutual  understanding  among  nations,  Japan  may  make  efforts  to  further 
promote  cultural  exchanges  including  student  exchanges. 


CONCLUDING  REMARKS 

The  forthcoming  Economic  Summit  in  Toronto  is  unlikely  to  produce  real 
and  concrete  results.  This  is  because  President  Reagan  is  a  lame  duck  while 
new  regimes  have  just  taken  office  in  France  and  Italy,  and  Canada,  the  host 
country,  is  likely  to  have  an  early  election.  Consequently,  discussions  among 
leaders  will  likely  focus  on  medium-  and  long-term  issues.  In  this  sense,  the 
leaders  should  try  to  build  relations  of  trust  among  themselves  rather  than 
aiming  at  immediate  results  or  domestic  public  relations  effects. 


Japan's  International  and  Regional  Role: 

An  Indonesian  Perception 


Jusuf  WANANDI 


INTRODUCTION 

Since  the  last  Japan-Indonesia  colloquium,  about  3  years  ago,  there  have 
been  a  lot  of  changes  and  new  developments  in  the  Asia-Pacific  region,  in 
Japan  and  in  Indonesia,  as  well  as  in  Japan-Indonesia  relations.  It  will  not  be 
easy  to  capture  all  those  developments  here,  but  one  ~  and  perhaps  the  most  ~ 
important  development  has  been  Japan's  changing  regional  and  global  role. 

The  changes  that  have  occured  and  continue  to  unfold  are  almost  total, 
namely  in  all  aspects  of  life.  The  focus  here,  however,  is  on  Japan's  role  in  the 
political,  security,  and  economic  fields.  The  aim  of  this  examination  is  to 
understand,  anticipate  and  provide  some  suggestions  on  Japan's  future 
strategic  role  in  the  Asia-Pacific  region.  The  term  "strategic"  is  used  here  not 
in  its  narrow  sense,  namely  confined  to  the  military  security  realm,  but  in  its 
broadest  sense  as  implied  in  the  idea  of  "comprehensive  security,"  which  has 
been  proposed  initially  in  the  report  of  a  study  commission  established  by 
Prime  Minister  Ohira  and  chaired  by  Prof.  Inoki.  The  discussion  of  Japan's 
international  role  in  this  paper  is  centred  on  its  role  in  the  Asia-Pacific  region 
where  such  role  is  given  emphasis  by  Japan. 

Japan's  economic  position,  as  the  second  economic  power  in  the  world, 
has  global  implications,  and  the  industrialised  world,  particularly  the  US,  in- 
deed expects  Japan  to  perform  a  global  economic  role.  In  the  security  field, 


This  article  is  originally  a  paper  presented  at  the  Thirteenth  Indonesia-Japan  Conference,  Bali, 
June  6-8,  1988,  sponsored  by  CSIS  and  JIAA  (Tokyo). 
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however,  an  expanded  role  by  Japan  will  be  confined  to  the  Asia-Pacific 
region,  in  particular  in  sharing  the  burden  with  the  US  for  the  defence  of 
Japan.  Similarly,  in  the  political  field  it  will  initially  be  centered  on  the  Asia- 
Pacific  region,  but  gradually  this  may  be  extended  to  other  regions,  such  as 
Central  America  and  Mexico.  Its  implementation  will  probably  be  closely 
linked  to  Japan's  economic  role  and  in  close  co-operation  with  the  US.  Thus 
Japan's  international  role  should  be  appreciated  in  the  context  of  international 
burden  sharing  with  the  US  and  as  a  consequence  of  shifts  and  changes  in  the 
power  configuration  among  the  major  powers,  particularly  between  the  US 
and  Japan  themselves. 

JAPAN'S  INTERNATIONAL  ROLE  IN  THE  SECURITY  FIELD 

Lately,  a  lot  has  been  written  and  said  on  Japan's  evolving  role  in  the 
security  field,  including  in  Japan  itself.  While  the  more  open  discussions  and 
debates  in  this  field  are  healthy,  they  easily  lead  to  misunderstanding  and 
misperceptions,  especially  on  the  part  of  outsiders. 

One  fact,  however,  stands  out  unambiguously,  namely  the  continued 
strong  hesitation  and  resistance  on  the  part  of  the  Japanese  public  to  accept  a 
drastic  and  sudden  change  of  Japan's  security  role  and  responsibility.  Com- 
mitment to  and  belief  in  Article  9  of  the  Constitution  remain  strong.  This  arti- 
cle denies  Japan  the  use  of  military  force  in  resolving  international  conflicts.  It 
also  prohibits  Japan  to  build-up  an  armed  force.  It  was  only  after  the  outbreak 
of  the  Korean  War  that  a  small  self-defence  force  (SDF)  was  created,  but  the 
defence  of  Japan's  security  remains  in  US  hands. 

The  new  international  and  regional  environments  in  the  1970s  led  to  a 
gradual  change  in  the  attitudes  of  the  Japanese  people  towards  SDF.  The 
Japanese  became  concerned  with  US-USSR  strategic  balance  and  the  credibili- 
ty of  US  umbrella  and  they  observed  with  greater  anxiety  the  Soviet  naval 
build-up  in  the  Pacific.  More  directly,  they  felt  helpless  in  the  face  of  the  1973 
oil  embargo. 

The  existence  of  SDF  is  today  already  accepted  as  a  fact  and  it  has  become 
easier  now  to  recruit  its  officers.  Although  as  a  percentage  of  GNP,  Japan's 
defence  expenditures  remain  low,  in  absolute  terms  such  expenditures  have  in- 
creased rapidly.  The  people  also  have  come  to  accept  a  build-up  of  SDF's 
defence  capabilities  and  the  defence  treaty  with  the  US  has  received  increased 
public  support. 
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Significant  efforts  to  strengthen  SDF  have  been  undertaken  only  since  the 
early  1980s,  partly  as  a  reaction  to  increased  pressures  from  the  US,  which 
could  no  longer  accept  Japan's  "free  ride."  First  and  foremost  among  those 
efforts  is  the  division  of  tasks  and  missions  in  co-operation  with  US  armed 
forces.  This  involves  an  increase  in  SDF  capabilities  to  defend  the  Japanese 
homeland  and  its  surrounding  waters  from  an  attack  from  the  Soviet  Union,  at 
least  until  the  US  comes  to  the  rescue.  It  is  also  meant  to  increase  control  over 
and  to  prevent  the  use  of  the  three  vital  straits  of  Japan  by  Soviet  strategic  sub- 
marines for  access  from  the  Okhotzk  Sea,  so  that  they  could  be  neutralised 
more  readily  by  Japan  in  case  of  an  open  conflict  with  the  Seventh  Fleet.  Such 
control  has  .been  extended  to  1,000  nautical  miles  to  the  South  and  the 
Southeast,  and  will  in  the  future  be  further  extended  to  the  East  in  order  to 
limit  the  degree  of  maneuverability  of  Soviet  submarines.  These  capabilities 
support  US  "maritime  strategy"  which  is  aimed  at  the  destruction  of  Soviet 
naval  bases  in  the  Pacific  and  its  strategic  submarines  in  the  Okhotzk  Sea  in 
case  of  a  US-USSR  open  conflict,  as  well  as  US  "horizontal  escalation  stra- 
tegy," namely  in  opening  up  a  new  front  in  the  Pacific  to  serve  as  a  counter- 
balance in  case  the  US  or  its  allies  in  Western  Europe  are  under  attack. 

To  this  end,  joint  exercises  between  US  forces  and  SDF  have  been  under- 
taken since  1979.  The  capabilities  of  the  Maritime  and  Air  SDF  continue  to  be 
strengthened.  Today  the  Maritime  SDF  deploys  over  50  destroyers  and  by  1990 
will  have  60,  including  two  to  be  equipped  with  the  Aegis  Airdefence  System 
and  100  P-3CS  for  anti  submarine  warfare  (ASW).  The  air  SDF  now  deploys 
100  F-4  "Phantoms"  and  by  1990  will  have  approximately  200  F-15  "Eagles." 
In  1990  it  will  also  have  100  F-16's  which  will  be  equipped  with  the  most 
modern  Japanese  made  avionics. 

All  those  efforts  are  in  accordance  with  the  Midterm  Defence  Review  1987- 
1990  defence  plan,  to  achieve  the  targets  set  for  1991.  It  was  those  targets 
which  enabled  Prime  Minister  Nakasone  to  steadily  increase  Japan's  defence 
expenditures  by  5  per  cent  annually  in  real  terms  throughout  1983-1985  while 
other  expenditures  ~  except  ODA  ~  were  reduced.  In  1987  the  defence  budget 
surpassed  1  per  cent  of  GNP,  and  for  the  first  time  in  1988,  under  Prime 
Minister  Takeshita,  it  is  larger  than  each  of  the  defence  budgets  of  Britain, 
France,  and  West  Germany.1  This  makes  Japan's  defence  expenditures  the 
third  largest  in  absolute  terms  after  the  US  and  the  Soviet  Union. 

In  the  context  of  defence  co-operation  and  the  sharing  of  defence  burden 

'NATO's  estimates  of  defence  expenditures  for  1987  are  as  follows:  US$288.4  billion  for  the 
US;  US$40  billion  for  Japan;  US$34.5  billion  for  France;  US$34.2  billion  for  West  Germany,  and 
US$31.8  billion  for  Great  Britain. 
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between  Japan  and  the  US,  one  needs  to  include  Japan's  financial  contribu- 
tion to  US  troops  stationed  in  Japan  covering  facilities  and  local  personnel 
amounting  to  US$2.5  billion  or  about  40  per  cent  of  the  total  costs. 

In  addition,  preparations  are  made  for  the  prepositioning  of  arms  and  am- 
munition and  other  logistics  in  Japan  to  be  used  by  US  troops  in  case  of  an  at- 
tack on  Japan  and  conflicts  around  Japan.  The  capabilities  of  Land  SDF  are 
also  being  strengthened  to  deal  with  a  Soviet  attack  on  Hokkaido. 

The  second  effort  on  the  part  of  Japan  is  in  the  area  of  transfer  of  high- 
tech to  the  US  in  the  field  of  defence  and  armaments,  which  began  with 
technology  co-operation  in  the  SDI  programme.  Such  technological  co- 
operation remains  limited  to  co-operation  with  the  US,  since  under  Prime 
Minister  Miki  Japan  has  set  a  constraint  to  itself  in  transfering  defence-related 
technologies. 

The  third  aspect  of  the  burden  sharing  scheme  is  the  provision  of  so-called 
strategic  assistance  by  Japan  for  certain  countries  that  face  security  problems, 
such  as  Pakistan,  Turkey,  Egypt,  Thailand,  the  Philippines,  and  in  the  future 
perhaps  also  Central  America.  It  is  in  the  form  of  economic  assistance  meant 
to  help  those  countries  that  have  strategic  significance  to  the  US  and  the 
Western  world,  to  cope  with  internal  political  and  security  problems  or  con- 
flicts with  other  countries. 

The  fourth  aspect,  which  is  much  in  the  spirit  of  "comprehensive  security" 
is  the  increase  of  Japanese  official  development  assistance  (ODA),  which  has 
surpassed  US  ODA  this  year,  as  well  as  the  so-called  recycling  programme,  as 
originally  pledged  in  the  Venice  Economic  Summit  in  1986,  to  the  amount  of 
US$30  billion,  of  which  the  allocation  of  US$2  billion  to  ASEAN  has  been 
agreed  on.  The  recycling  programme  is  not  directed  only  to  public  sector 
financing  but  involves  participation  of  the  private  sector,  and  therefore  should 
be  seen  as  complementing  rather  than  substituting  ODA. 

Thus  far,  most  countries  in  the  Western  Pacific,  namely  China,  South 
Korea,  ASEAN,  Australia  and  New  Zealand,  are  of  the  view  that  efforts  to 
strengthen  SDF's  capabilities  and  the  increase  of  Japan's  defence  budget  in  the 
context  of  burden  sharing  with  the  US  are  already  sufficient.  Further  increases 
would  arouse  suspicions  in  the  region.  The  current  Reagan  Administration  is 
also  of  the  opinion  that  the  military  strength  of  SDF  will  b^  sufficient  with  the 
completion  of  the  Defence  Midterm  Review  1986-1990. 2 

Statement  by  R.  Armitage,  Assistant  Secretary  of  Defence  (ISA),  US  DOD  at  the  National 
Defence  University  Pacific  Symposium  on  "Patterns  of  Co-operation  and  Pacific  Basin  Securi- 
ty," Washington,  D.C.,  February  25  1988. 
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Apparently  some  consensus  has  been  reached  in  the  US  on  what  this 
burden  sharing  should  imply.  Previous  amendments  in  the  US  Congress  to 
force  Japan  to  increase  its  defence  expenditures  to  2  to  3  per  cent  of  GNP  were 
rejected  by  the  majority  in  the  Congress  in  early  May  1988.  The  Reagan  Ad- 
ministration seems  to  be  worried  that  a  further  push  in  this  direction  could 
lead  Japan  to  take  a  go-it-alone  attitude,  which  certainly  is  not  in  the  interest 
of  the  US  itself. 

There  is  also  the  prevailing  concern  in  various  countries  of  the  Western 
Pacific  over  a  possible  resurgence  of  militarism  in  Japan.  Vocal  statements  by 
extreme  rightist  groups,  including  from  within  the  LDP  as  represented  by 
former  ministers  Okuno  and  Fujio,  on  Japan's  role  in  World  War  II  tend  to 
reinforce  the  fears  about  Japan's  future  role  in  regional  security  and  defence. 
Indeed,  such  fears  are  not  well  founded  and  have  largely  been  caused  by  a  lack 
of  understanding  of  Japanese  society. 

Essentially,  however,  the  countries  in  the  Western  Pacific  are  quite  com- 
fortable with  the  current  Japanese  defence  strategy  and  security  role  as  well  as 
with  the  level  of  its  defence  capabilities.  This  is  due  to  two  factors.  Firstly,  it  is 
the  prevailing  strongly  anti-militaristic  attitude  of  the  Japanese  public  which 
will  oppose  any  attempt  to  make  the  SDF  an  independent  military  force. 
Secondly,  the  defence  alliance  with  the  US  has  become  transparent  and  the 
strategy  and  role  of  the  SDF  in  the  joint  missions  with  the  US  armed  forces 
have  been  defined  more  clearly. 

Nevertheless,  one  could  discern  some  subtle  undercurrents  in  Japan  that 
demand  further  examination  on  the  costs  and  benefits  of  greater  independence 
in  Japan's  ability  to  defend  its  own  homeland  and  the  surrounding  waters, 
albeit  still  within  the  alliance  with  the  US.  It  is  a  fact  that  all  of  the  new 
weaponry  for  the  SDF,  from  the  PC-3  Orion  to  the  Aegis  anti-missile  system 
and  the  production  of  FSX  fighters,  are  determined  by  the  US'as  part  of  the 
US  military  mission.  It  is  in  the  light  of  these  developments  that  perhaps  one 
should  interpret  Prime  Minister  Takeshita's  statement  at  the  Defence 
Academy  on  21  March  1988,  suggesting  that  Japan  should  develop  a  defence 
capability  proportionate  to  its  national  power.  One  also  notes  other 
developments:  the  members  of  the  Zoku,  the  defence  forum  in  the  Diet,  have 
increased  in  the  past  few  years  to  about  20  per  cent  of  the  total  number  of 
deputies  and  the  Japanese  industries  have  increased  pressure  to  produce  the 
FSX  themselves. 

From  the  outside,  one  could  detect  a  greater  desire  in  some  quarters  in 
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Japan  for  the  SDF  to  have  more  independent  conventional  capabilities  for  the 
defence  of  Japan  against  an  eventual  Soviet  attack,  namely  involving  surface- 
to-sea  missiles,  advanced  helicopters  and  fighters  and  Japan's  own  reconnais- 
sance capabilities.  Therefore,  the  debate  between  LDP  politicians  and  the  Self 
Defence  Agency  (SDA)  no  longer  revolves  around  the  issue  of  whether  aircraft 
carriers  are  necessary  for  the  defence  of  Japan,  but  around  the  type  of  carrier 
to  be  procured. 


Nonetheless,  the  debate  remains  quite  obscure  to  outsiders.  There  is  there- 
fore the  additional  uncertainty  and  concern  that  at  the  end  Japan  may  build 
up  its  military  capability  without  a  clear  strategy  and  become  a  military  power 
without  knowing  what  the  power  is  to  be  used  for.  Indeed,  the  question  is  why 
Japan  would  wish  to  have  a  more  independent  defence  capability.  Is  it  because 
the  Soviet  threat  has  been  perceived  by  the  Japanese  public  in  the  past  few 
years  as  a  real  one  even  though  it  is  doubtful  that  the  Soviets  have  the  capabili- 
ty to  attack  Japan?  Is  it  because  Japan  is  concerned  that  some  day  it  could  be 
drawn  into  a  US-USSR  conflict  by  the  maritime  and  horizontal  escalation 
strategies  of  the  Americans?  Or  is  it  because  Japan  perceives  China,  or  North 
Korea,  as  a  long  term  threat  although  relations  with  both  countries  are  ex- 
cellent today?  Thus  in  view  of  the  possible  misperceptions  that  such  a  debate 
could  create  among  Japan's  friends  in  the  region,  it  is  crucial  that  institu- 
tionalised consultations  on  these  issues  do  take  place. 

The  other  problem  which  continues  to  have  an  influence  on  the  direction  of 
Japan's  security  policy  is  the  pressures  from  the  US,  especially  in  regard  to 
burden  sharing.  It  is  known  that  the  pressures  mainly  come  from  US  Congress 
and  US  public  opinion.  Congress  has  amended  the  State  Department 
Authorisation  Bill  and  the  Defence  Authorisation  Bill  by  stressing  the  need  for 
US  allies,  namely  Japan  and  NATO  members,  to  increase  their  defence  expen- 
ditures in  the  context  of  burden-sharing.  Although  no  official  figures  were 
stipulated,  the' talk  among  some  members  referred  to  2  to  3  per  cent  of  GNP  in 
the  case  of  Japan.  Those  amendments  have  been  overruled  by  a  large  margin 
recently,  but  the  pressures  will  persist  in  the  future. 

Therefore,  this  problem  needs  to  be  dealt  with  more  systematically  and  in 
close  co-ordination  by  both  the  US  and  Japan  so  as  not  to  lead  to  nonsensical 
burden-sharing  programmes.  The  implications  of  a  3  per  cent  of  GNP 
Japanese  defence  budget  would  be  unthinkable.  At  the  current  levels,  this 
would  amount  to  about  US$90  billion  or  one-third  of  the  US  defence  budget 
and  larger  than  the  combined  defence  budgets  of  Britain,  France,  and  West 
Germany. 
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In  the  context  of  burden  sharing,  many  other  proposals  have  been  made. 
Suggestions  were  made  in  the  Trilateral  Commission  Meeting  in  Tokyo  in 
April  1988  that  the  burden  sharing  should  include  an  increase  of  the  Japanese 
ODA;  a  joint  undertaking  with  the  US  to  provide  a  kind  of  "Marshall  Plan" 
to  Mexico  and  Central  America;  or  to  establish  a  free  trade  area  between  the 
US  and  Japan  -  extended  perhaps  to  Canada  and  Mexico. 

The  Asia-Pacific  region  would  certainly  welcome  an  increase  of  Japanese 
ODA,  direct  investment  from  Japan  to  the  Asian  NICs  and  ASEAN,  further 
opening  up  of  the  Japanese  market  to  exports  from  the  Asian  NICs  and 
ASEAN,  as  well  as  an  increase  in  the  so-called  strategic  assistance.  In  regard  to 
the  last  mentioned  assistance,  Japan  could  consider  supporting  the  US  pro- 
posal for  a  "Marshall  Plan"  for  the  Philippines  as  a  way  to  diffuse  na- 
tionalistic sentiments  in  the  Philippines  on  the  issue  of  US  bases.  The  bases  are 
of  importance  to  the  security  of  sea  lines  of  communication  (SLOC)  which  are 
vital  to  Japan.  Japan  could  also  play  a  role  in  the  resolution  of  the  Kam- 
puchean  conflict  by  providing  the  necessary  economic  assistance  following  a 
political  settlement.  Japan  could  offer  humanitarian  assistance  to  Vietnam  to 
cope  with  its  current  food  shortage  and  in  so  doing  contribute  to  preventing 
the  flow  of  large  waves  of  refugees  that  could  cause  instabilities  in  the  region. 

However,  beyond  those  suggestions  Japan,  and  indeed  the  Asia-Pacific 
region  as  a  whole,  should  address  some  more  fundamental  questions:  should 
Japan  continue  with  the  pace  of  increasing  its  defence  capabilities  as  ex- 
perienced in  the  last  few  years  that  has  led  to  a  doubling  in  real  terms  within  8 
years?  Should  this  be  accompanied  by  other  diplomatic  efforts  such  as  nego- 
tiating for  a  disarmament  in  the  Asia-Pacific  region  or  "confidence  building 
measures"  including  the  promotion  of  economic  and  political  relations  with 
the  Soviet  Union? 

The  following  issues  should  also  be  addressed:  will  the  nature  of  threat  to 
the  US- Japan  alliance  and  to  the  stability  of  the  Asia-Pacific  region  be  dif- 
ferent in  the  future  or  will  it  be  the  same  as  currently  perceived?  Finally,  how 
would  the  US-Japan  alliance  and  regional  stability  be  affected  by  a  more  in- 
dependent Japanese  defence  capability? 

So  far,  security  and  defence  issues  between  Japan  and  the  US  have  been 
dealt  with  fairly  well,  and  this  is  often  seen  to  be  compensating  the  increased 
tensions  in  their  trade  relations.  However,  the  security  relationship  between 
the  two  countries  should  not  be  linked  to  their  economic  and  trade  relations. 
US- Japan  economic  relations  are  in  themselves  a  source  of  conflict  and  should 
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not  complicate  relationship  in  other  fields.  From  the  regional  perspective,  a 
stable  and  sound  US- Japan  relationship  is  the  most  important  cornerstone  of 
regional  peace  and  stability. 


JAPAN'S  INTERNATIONAL  ROLE  IN  THE  POLITICAL  AND  ECO- 
NOMIC FIELDS 

Japan's  political  role  has  been  manifested  mainly  in  the  economic  field. 
This  is  in  accordance  with  Japan's  idea  of  comprehensive  security  and  very 
much  in  line  with  Indonesia's  concept  of  national  resilience.  Indeed,  from  the 
point  of  view  of  the  developing  countries  in  the  Asia-Pacific  region,  economic 
development  is  the  most  important  factor  of  internal  political  stability  as  well 
as  regional  peace  and  stability.  Therefore,  Japan's  assistance  in  this  field 
would  greatly  contribute  to  the  maintenance  and  promotion  of  peace  and 
stability  in  the  region. 

In  addition  to  the  above  policy,  Japan  could  consider  a  more  active  par- 
ticipation in  the  resolution  of  conflicts  in  the  Asia-Pacific  region.  With  regard 
to  the  Kampuchean  conflict,  it  can  do  so,  for  instance,  by  providing  signals 
that  Vietnam  can  count  on  economic  assistance  from  Japan  if  it  is  willing  to 
make  real  political  compromises  to  resolve  the  Kampuchean  problem  as  early 
as  possible.  The  conditions  for  progress  have  never  been  more  promising  than 
today.  All  parties  involved  seem  to  be  better  disposed  to  seriously  negotiate  a 
political  solution,  but  Vietnam  seems  to  need  additional  incentives  to  come 
forward. 

Japan  could  immediately  provide  humanitarian  assistance  for  Vietnam, 
which  is  currently  facing  severe  food  shortages.  This  assistance  could  be  given 
through  and  administered  by  international  agencies.  If  the  international  com- 
munity fails  to  provide  the  necessary  assistance  for  Vietnam,  the  regional  im- 
plications —  in  the  form  of  new  large  waves  of  "refugees"  --  could  be 
destabilising.  Japan  could  also  play  a  constructive  role  in  the  reduction  of  ten- 
sions in  the  Korean  peninsula  because  of  its  relations  with  the  US  and  China 
and  its  economic  position  vis-a-vis  both  South  Korea  and  North  Korea. 

However,  Japan's  principal  political  and  diplomatic  task  is  to  stabilise  its 
relations  with  the  US,  because  this  is  the  most  important  relationship  in  the 
Asia-Pacific  region  as  it  provides  the  foundation  for  regional  peace  and  stabili- 
ty. The  main  problem  here  is  how  to  bring  together  these  two  great  and  ad- 
vanced nations  that  have  such  great  differences  in  values  and  cultures. 
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Japan-US  relations  have  developed  to  such  an  extent  as  to  outgrow  mere 
interdependence;  The  two  nations  and  societies  are  essentially  in  the  process  of 
integration  in  various  fields  of  life,  economic,  political  and  security-wise. 
Their  social  relations  have  become  more  extensive  and  deepened.  But  because 
of  the  great  differences  between  these  two  societies,  this  process  is  likely  to  be 
full  of  tensions.  If  this  process  of  integration  proceeds  smoothly,  Japan-US 
relations  in  the  future  will  become  stronger.  This  will  greatly  enhance  their  role 
and  ability  to  contribute  positively  to  the  maintenance  of  international  peace 
and  stability,  especially  in  the  Asia-Pacific  region. 

In  this  regard,  the  coming  years  will  be  most  critical  for  that  relationship 
and,  therefore,  also  for  the  entire  region.  What  is  expected  from  Japan  is  to 
hasten  the  process  of  internationalisation.  In  the  economic  field,  this  would  in- 
volve more  extensive  structural  changes  as  proposed  in  the  Maekawa  Report, 
which  in  part  would  be  reflected  in  changes  in  the  structure  of  its  imports.  In 
the  political  field,  this  may  involve  a  change  in  political  processes  within  the 
LDP  and  a  shift  in  political  constituencies  from  the  dominance  of  rural 
farmers  towards  that  of  the  urban  middle-class. 

Those  changes  require  a  strong  political  leadership  and  a  bureaucracy 
which  could  rapidly  adapt  itself  to  those  changes.  The  issue  is  no  longer  that  of 
whether  Japan  should  change  or  not,  but  how  fast  the  change  could  take  place. 
Politicians  are  not  at  the  forefront  in  advocating  change,  but  they  have  given 
greater  attention  to  the  calls  for  change.  The  business  community  and  the 
academic  world  are  among  those  that  are  eagerly  promoting  the  interna- 
tionalisation of  Japan. 

The  world,  one  could  observe,  is  impatiently  waiting  for  the  necessary 
adjustments  on  the  part  of  Japan  that  would  allow  her  to  fulfill  an  "interna- 
tional role."  Indeed,  each  nation  is  unique  in  a  sence,  and  the  Japanese  are 
also  a  unique  nation.  However,  this  argument  can  no  longer  be  used  as  a 
pretext  for  delaying  trje  necessary  steps  to  be  taken  by  Japan.  Not  only  are 
those  changes  important  for  the  region  and  the  world  at  large,  but  they  are 
essential  to  Japan's  own  survival  that  is  so  much  dependent  on  the  interna- 
tional environment.  Unless  Japan  becomes  a  military  superpower  and  posseses 
all  of  the  most  advanced  technologies  that  would  allow  her  to  become  eco- 
nomically self  reliant  and  self  sufficient,  which  is  unlikely  even  in  the  distant 
future,  it  continues  to  have  a  great  stake  in  the  maintenance  of  an  international 
order. 

Japan-US  political  relations,  as  discussed  earlier,  will  continue  to  be  put  to 
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the  test.  Thus  the  management  of  this  relationship  requires  more  intensive 
political  consultations  and  co-operation.  This  will  also  contribute  to  the  im- 
plementation of  more  effective  joint  efforts  in  dealing  with  and  overcoming 
crises  in  various  parts  of  the  world  such  as  Korea,  Indochina,  South  Pacific, 
the  Persian  Gulf,  Middle  East  and  Central  America. 

In  managing  Japan-US  relations,  the  Japanese  side  has  the  institutional  in- 
frastructure and  the  various  agencies  involved  are  well  co-ordinated.  This  is 
not  the  case  on  the  US  end,  in  spite  of  the  very  intensive  relations  and  inter- 
actions, at  the  ministerial  level  (over  30  meetings  the  last  year),  between  the 
Diet  and  the  US  Congress,  among  their  academics  and  business.  This  intensity 
is  to  be  found  even  in  the  relations  between  the  Japanese  prime  minister  and 
the  US  president;  until  the  end  of  his  term  in  1989,  President  Reagan  is  ex- 
pected to  meet  Prime  Minister  Takeshita  a  total  of  6  times.  However,  the  weak 
co-ordination  in  the  American  policy  making  mechanism  and  institutional  in- 
frastructure as  well  as  its  global  rather  than  regional  orientation  have  all  con- 
tributed to  the  ad  hoc  approach  in  dealing  with  specific  country  issues. 

It  should  come  as  no  surprise  that  the  need  for  a  rather  permanent 
"wisemen  committee"  of  representatives  from  both  sides  was  urgently  felt,  as 
proposed  for  instance  by  George  Packard  (SAIS).  However,  its  proper  func- 
tioning would  still  depend  on  the  co-ordination  on  the  US  side.  Perhaps,  this 
requires  the  establishment  of  a  team  under  the  US  president  in  charge  of  inter- 
agency co-ordination  on  all  matters  relating  to  Japan,  and  which  receives 
bipartisan  support  from  the  US  Congress  and  other  sectors  in  society,  e.g. 
labour  unions. 

Japan's  political  relations  with  other  countries  in  the  Asia-Pacific  region 
are  next  in  the  order  of  importance,  because  the  region  constitutes  its  im- 
mediate security  environment.  The  countries  in  this  region  are  also  Japan's  im- 
portant political  and  economic  partners.  These  relations  have  been  over- 
whelmed by  the  intense  nature  of  Japan-US  relations  in  the  past  few  years. 
However,  the  importance  of  nurturing  these  "other  relations"  should  not  be 
overlooked  by  Japan  as  a  way  to  counterbalance  its  relations  with  the  US, 
which  have  been  colored  by  so  much  "Japan  bashing." 

To  those  "other  countries"  Japan  is  an  important  partner  as  a  source  of 
capital  and  technology  as  well  as  in  trade  and,  therefore,  Japan  can  count  on 
their  friendship.  Perhaps  Japan  needs  more  sustained  efforts  in  promoting 
relations  with  these  other  Asia-Pacific  countries.  Within  the  government,  the 
Gaimusho  is  certainly  the  focal  point,  but  greater  attention  needs  to  be  given 
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by  other  ministries,  e.g.  the  Ministry  of  Education.  In  the  Diet,  the  focus  is  on 
China  and  Korea  and  interest  in  ASEAN  is  still  very  little.  Relations  between 
the  mass-media  and  the  youth  are  still  very  superficial,  often  contributing  to 
greater  mutual  misperceptions  rather  than  eliminating  them.  There  is  also  need 
for  efforts  to  promote  exchanges  among  scholars  and  academics  as  well  as  of 
scientific  and  technological  know-how. 

Among  these  "other  countries,"  Japan's  relations  with  the  Soviet  Union 
and  with  China  deserve  some  further  examination  here.  The  past  few  years 
have  seen  efforts  to  normalise  US-USSR  relations,  and  indeed,  the  level  of  ten- 
sions is  now  much  reduced  compared  to  the  1970s  and  the  early  years  of  Presi- 
dent Reagan.  High-level  and  substantive  dialogues  on  disarmament,  INF, 
START  and  on  chemical  and  conventional  weapons  have  taken  place  and  have 
reached  the  stage  that  ensure  their  continuation.  This  process  may  have  in- 
fluenced other  negotiations,  including  perhaps  on  the  Soviet  withdrawal  from 
Afghanistan. 


Nonetheless,  this  process  of  normalisation  of  relations  will  not  be  an  easy 
one,  because  of  the  different  and  opposing  ideologies  and  systems  of  the  par- 
ties concerned.  However,  we  are  given  evidence  or  how  powerful  economic 
realities  and  pressures  could  be  in  forcing  those  two  countries  to  enter  into  the 
process.  It  is  likely  that  this  process  will  also  be  extended  to  USSR's  relations 
with  other  Asia-Pacific  countries,  especially  since  the  Vladiwostok  speech  of 
Mr.  Gorbachev  two  years  ago. 

In  contrast  to  the  process  of  normalisation  in  US-USSR  relations,  the  rela- 
tionship between  Japan  and  the  Soviet  Union  has  remained  cool,  and  there  are 
no  signs  as  yet  of  improved  relations.  This  may  be  because  Soviet  diplomacy 
towards  Japan  remains  inflexible  as  far  as  the  issue  of  the  Northern  territories 
is  concerned.  On  the  part  of  Japan,  the  obstacle  may  lie  with  the  fact  that  the 
Soviet  Union  has  become  identified  as  the  country's  main  and  concrete  threat. 
In  addition,  Japan's  interest  in  Soviet  natural  resources  has  significantly  dimi- 
nished, while  communication  gap  at  the  working  level  may  still  be  significant. 

Japan  should  also  test  the  intentions  of  the  Soviet  Union  in  becoming  an 
active  and  constructive  participant  in  regional  Asia-Pacific  affairs  and 
development.  Indeed,  the  region  eagerly  waits  more  concrete  steps  by  the 
Soviet  leadership,  for  instance,  in  encouraging  Vietnam  to  accept  a  political 
settlement  of  the  Kampuchean  problem,  to  discuss  with  Japan  the  issue  of.  the 
Northern  territories,  in  actively  promoting  regional  disarmament  and  con- 
fidence building  measures.  The  USSR  should  also  participate  in  the  economic 
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activities  in  the  region.  An  impetus  to  such  participation  could  be  given  by 
fully  involving  the  Soviet  Union  in  the  existing  non-governmental  regional  co- 
operation structure  such  as  the  PECC  (Pacific  Economic  Co-operation  Con- 
ference). 

The  past  year  have  seen  improvements  in  Japan-China  relations  which 
earlier  have  suffered  from  the  emergence  of  a  number  of  problems,  bilateral 
and  otherwise.  These  problems  include,  among  others,  the  unfavourable  trade 
balance  for  China,  the  low  level  of  Japanese  investments  coming  into  China 
—  less  than  those  to  Taiwan  —  the  increase  in  Japan's  defence  posture  and 
defence  expenditures,  and  the  rewriting  of  the  history  textbook.  The  impor- 
tance of  Japan-China  relations  lies  not  only  in  the  fact  that  these  two  major, 
neighbouring  countries  need  to  co-exist  peacefully,  but  also  in  the  need  to  bring 
China  into  involvement  in  regional  and  international  affairs  in  accordance 
with  the  accepted  rules  so  that  it  may  contribute  to  regional  and  international 
peace  and  stability.  Since  China  is  a  big  country,  Japan's  relations  with  it  will 
always  need  to  be  counterbalanced.  While  the  world  hopes  that  Deng's 
modernisation  efforts  will  succeed,  which  will  strengthen  China's  constructive 
international  involvement,  the  country's  complex  internal  problems  do  not 
rule  out  possible  policy  changes  in  the  future. 

In  addition,  China  is  still  seen  as  a  potential  threat  by  a  number  of  coun- 
tries in  the  region,  in  ASEAN  particularly.  Therefore,  Japan  needs  to  manage 
its  relations  with  China  by  taking  that  factor  into  account.  China  itself  may 
become  Japan's  major  competitor,  the  two  being  the  largest  countries  in  the 
Western  Pacific  with  different  systems. 

Japan's  economic  role  cannot  be  limited  to  the  Asia-Pacific  region.  With  a 
GNP  of  US$3  trillion  and  a  trade  surplus  of  US$90  billion  in  1987,  Japan's 
economic  impact  is  global.  Japan's  economic  posture  and  policy  have  been 
criticised  on  many  fronts,  namely  that  its  markets  are  relatively  closed,  that  its 
policies  are  merchantilistic,  that  it  provides  too  much  protection  for  its 
farmers,  that  its  tax  system  leads  to  too  large  savings,  that  its  distribution 
system  acts  as  a  non-tariff  barrier  and  so  on. 

One  should  acknowledge,  however,  that  the  past  few  years  have  seen  so 
many  policy  changes  introduced  by  the  Japanese  economy,  if  often  seen  as 
"too  little  and  too  late."  The  effects  of  the  Yen  appreciation  have  been  rather 
powerful  and  have  led  to  a  much  faster  pace  in  the  economy's  structural 
adjustments  than  foreseen  in  the  Maekawa  Report. 
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Japan's  economic  relations  with  the  Asian  NICs  and  ASEAN  are  also 
changing  very  rapidly  as  a  result  of  those  developments.  The  large  flows  of 
foreign  direct  investment  from  Japan  to  these  countries  have  also  led  to  in- 
creased intra-industry  trade  as  manifested  in  the  growth  of  components  and 
parts  imports  into  Japan.  Imports  of  consumer  durables  are  also  on  the  in- 
crease. The  Asian  NICs  have  opened  the  way  also  for  the  ASEAN  countries  to 
follow.  It  remains  to  be  s^een  whether  this  process  would  be  sustained  and  that 
the  above  changes  were  not  merely  a  one-shot  phenomenon.  Further  efforts  by 
Japan,  especially  in  the  area  of  agricultural  protection,  which  is  also  recog- 
nised by  outsiders  as  a  difficult  and  politically  sensitive  issue,  are  seen  as  the 
ultimate  test  of  Japan's  determination  to  change. 

CONCLUSIONS 

The  above  discussion  suggests  the  importance  of  regular  and  continuous 
consultations  and  communications  among  all  countries  in  the  Asia-Pacific 
region  which  are  greatly  affected  by  the  dramatic  changes  and  dynamic 
developments  over  the  past  few  years.  This  is  a  task  that  Japan  and  Indonesia 
should  undertake  in  all  seriousness.  Consultations  between  the  two  countries 
should  not  be  limited  to  governments  or  the  business  community,  but  should 
be  extended  to  politicians,  academics,  the  media,  and  the  youth.  Both  sides 
must  give  greater  attention  to  each  other. 

The  recent  shifts  in  international  relations  have  wide-ranging  implications. 
While  the  military  strategic  realm  and  its  developments  greatly  influence  the 
region's  stability  and  security  environment,  economic  factors  and  economic 
relations  have  become  the  priority  area.  For  the  ASEAN  countries,  the  im- 
mediate threat  is  the  many  economic  challenges  they  are  currently  faced  with. 
Domestic  economic  development  in  these  countries  has  become  so  intertwined 
with  international  economic  development. 

In  view  of  this,  ASEAN's  immediate  threat  no  longer  refers  to  either  the 
Soviet  Union  or  China,  but  is  focussed  on  developments  in  the  international 
economy  which  is  greatly  affected  by  developments  in  US- Japan  relations. 
ASEAN's  main  agenda  in  meeting  this  challenge  is  to  structure  and  promote 
mutually  beneficial  relations  with  the  industrialised  world  with  which  it  has  in- 
tensive economic  relations. 

Glasnost  and  Perestroika  may  open  up  new  opportunities  which  may  be 
beneficial  for  the  Asia-Pacific  region  and  may  promote  ASEAN-USSR  rela- 
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tions.  However,  this  will  depend  a  lot  on  the  concrete  steps  taken  by  the  USSR 
in  the  years  to  come.  Similarly,  China's  modernisation  offers  new  oppor- 
tunities for  international  and  regional  co-operation  and  will  have  a  profound 
impact  on  China  itself.  This  will  also  contribute  to  the  creation  of  a  healthy 
regional  environment  beneficial- to  ASEAN. 

Political  developments  in  the  Philippines,  South  Korea  and  Taiwan,  and  in 
other  ASEAN  coutries,  all  add  to  the  more  encouraging  regional  picture  today 
compared  to  a  few  years  ago.  The  South  Pacific  region  has  become  somewhat 
unstable  today,  but  there  are  no  reasons  to  believe  that  such  instabilities  are  a 
permanent  feature  of  the  region.  All  in  all,  the  Asia-Pacific  region  is  relatively 
healthy.  But  its  health  will  depend  to  a  large  extent  on  improvements  in  US- 
Japan  relations.  This  implies  a  larger  burden  on  the  part  of  Japan,  which  is  to 
be  manifested  primarily  in  a  more  extensive  and  active  economic  role. 


Book 
Reviews 


The  Mataram  Dynasty, 
The  Dynasty  of  Farmers 


The  Concept  of  Javanese  Power,  Its 
Application  by  the  Mataram  Kings 
(in  Indonesian:  Konsep  Kekuasaan 
Jawa,  Penerapannya  oleh  Raja-raja 
Mataram)  by  G.  Moedjanto,  Yogya- 
karta:  Kanisius,  1987,  202  pp.  This 
review  article  by  St.  Sularto  is 
translated  from  Kompas,  Januari  31 
1987. 


Quite  a  number  of  people  have  discussed  the 
concept  of  'he  Javanese  Power,  be  they 
Shrieke,  Meinsma,  de  Graaf,  R.og.  Anderson, 
Soemarsaid  Moertono,  or  even  the  eclectical 
work  of  Fachry  Ali.  However,  since  those 
works  originate  most  of  its  part  from  the  same 
source,  namely  The  Babad  Tanah  Jawi,  except 
Fachry  Ali's  work  (Reflection  on  the  Concept 
of  "Javanese  Power"  in  Modern  Indonesia. 
Yogyakarta:  Gramedia,  1986),  their  elabora- 
tions and  conclusions  therefore  do  not  differ 
much.  Eventually  the  view  that  has  frequently 
been  quoted  by  many  is  Anderson's  short 
treatise:  "The  Idea  of  Power  in  Javanese 
Culture"  in  Culture  and  Politics  in  Indonesia 


which  was  thereafter  translated  into  Indone- 
sian entitled  "Gagasan  tentang  Kekuasaan 
dalam  Kebudayaan  Jawa"  presented  in  the  an- 
thology on  Aneka  Pemikiran  tentang  Kuasa 
dan  Wibawa  (Various  Thoughts  on  Power  and 
Authority.  Jakarta:  Sinar  Harapan,  1984). 

Comparing  it  with  the  concept  of  power 
developed  in  the  West  (Europe),  Ben  Anderson 
indicates  the  four  bases  and  characteristics  of 
Javanese  power,  namely  being  concrete',  homo- 
genous, consistent,  without  questioning  its 
legitimacy.  That  view  has  been  quoted  even- 
tually by  many,  including  the  Indonesian 
research  pioneers  on  the  concept  of  Javanese 
power  such  as,  for  example,  the  late  Soemar- 
said Moertono,  who  expounded  the  position  of 
the  king  as  something  religiously-magical 
(Soemarsaid  Moertono,  Negara  dan  Usaha 
Bina-Negara  di  Jawa  Masa  Lampau.  Jakarta: 
Obor,  1985). 

If  this  is  the  case  then  one  may  query:  why 
should  one  publish  another  book  discussing 
exactly  the  same  subject  with  Findings  that  do 
not  differ  much  from  the  previous  works?  The 
more  so,  in  view  of  the  fact  that  the  book  con- 
stitutes an  anthology  of  articles  which  have 
been  published  before  in  various  media.  Not  to 
mention  the  part  of  the  elaboration  that  was 
published  in  a  book  form  by  the  same  writer 
under  the  title:  The  Concept  of  Power  in 
Javanese  Culture  (Yogyakarta:  Gadjah  Mada 
University  Press,  1986). 
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PLAIN  AND  CLEAR 

Comparing  the  previous  works  with  this  an- 
thology. I  find  some  strong  points  aside  from 
their  weaknesses  such  as,  for  example,  the  fact 
that  a  number  of  nuances  are  not  elaborated 
which  are  in  fact  widely  open  for  discussions. 
On  the  other  hand,  the  strong  points  of  this 
book,  which  are  very  pronounced  compared 
with  the  other  books  on  Javanese  culture,  lie  in 
the  plainness  of  the  elaboration.  It  is  not 
presented  in  a  rambling  manner  but  in  a 
framework  of  which  the  red  line  can  clearly  be 
traced.  Perhaps  it  is  in  this  regard  that  a 
teacher  of  history  excells,  who  is  well- 
acquainted  with  his  students'  capability,  such 
that  his  elaborations  are  free  from  nuances  and 
open  for  interpretations,  though  one  may 
possibly  consider  it  to  be  a  superficial  discus- 
sion. 


However,  reading  Part  I  subtitled 
"Konsep-konsep  yang  Bersifat  Umum" 
(General  Concepts)  (pp.  15-101),  it  immediate- 
ly reveals  the  framework  of  the  application  of 
the  Javanese  power  concept  under  the  rule  of 
the  Mataram  kings  as  of  Panembahan  Senopati 
up  to  Mangkubumi  I.  In  this  first  part  the  four 
traits  of  Javanese  power  according  to  Ander- 
son, provided  that  the  readers  know  it 
beforehand,  are  shown  how  they  were  com- 
prehended and  applied  by  the  Mataram  kings. 
For  example,  the  conviction  of  the  Mataram 
dynasty  that  power  was  integral,  indivisible 
(p.  28)  and  unmatched,  or  according  to  Franz 
Magnis  Suseno,  as  the  fluidum  of  cosmic 
power  (Etika  Jawa.  Jakarta:  Gramedia,  1984) 
depicting  themselves  as  being  gigantic,  bina- 
thara,  as  though  they  were  gods  and  represen- 
tatives of  Allah.  He  even  unintentionally 
criticised  Anderson's  four  traits,  and 
showed  how  the  Javanese  kings  made  attempts 
to  legitimise  their  power,  by  virtue  of  a  variety 
of  titles  which  are  often  felt  as  oddity, 
genealogy  (p.  27  and  p.  83),  creating  the 
Javanese  Ngoko-Krama  language  (p.  45  and 
p.  95),  external  expansion,  etc.;  creating  the 


Kraton  (court)  culture,  possessing  heirlooms 
(pp.  84-88). 

FROM  FARMERS 

According  to  Moedjanto,  all  those 
originate  from  the  fact  that  the  Mataram  kings 
were  descendants  of  farmers,  of  the  common 
people,  so  that  they  constantly  felt  being 
threatened  by  external  powers.  To  this  end  it  is 
elaborated  in  the  first  chapter  of  the  first  article 
as  to  how  this  dynasty  emerged  from  a  castor- 
oil  plant  to  become  a  teak  tree,  from  descen- 
dants of  farmers  (Ki  Ageng  Pemanahan)  to 
become  Mataram  kings.  In  other  words  the 
Mataram  dynasty  is  a  farmer  dynasty,  con- 
tinuously trying  to  be  acceptable  as  trahing 
kusumo  rembesing  madu  wijining  atapa  te- 
daking  andana  warih  (p.  26).  (desendants  of 
the  honey  soaked  nobility,  the  seeds  of  the  pru- 
dent recluse) 

The  concept  of  Javanese  power  proper,  as 
applied  by  the  Mataram  kings  (1575-1755),  is 
formulated  by  Moedjanto  as  wenang  wisesa  ing 
sanagari  (the  highest  authority  throughout  the 
entire  country)  concurrently  being  obliged  to 
adopt  an  attitude  of  berbudi  bawa  leksana 
ambeg  adil paramartha  (full  of  noble  deeds  and 
having  a  just  attitude  with  regard  to  all  living 
beings,  or  being  just  and  full  of  affection).  A 
king  who  is  regarded  as  being  good  is  he  who 
exercises  his  power  in  a  balance  between  his 
great  authority  and  great  obligations.  Possess- 
ing great  power  on  the  one  hand  should  be  read 
together  with  the  obligation  towards  the  peo- 
ple, which  was  thereafter  formulated  as  the 
doctrine  of  agungbinatara  (p.  78). 

This  means  that  the  question  as  to  whether 
or  not  a  king  reigned  justly  depended  on  the 
king  himself.  The  people  had  no  right  to  de- 
mand, so  that  in  the  history  of  Javanese 
kingdoms  there  was  no  such  term  as  revolution 
or  demonstration,  let  alone  democracy.  Indeed 
thanks  to  Moedjanto,  the  application  of  this 
concept  seems  to  be  so  white,  which  is  apparent 
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from  the  so  many  examples  of  Mataram  kings 
who  were  great  and  at  the  same  time  just.  On 
the  other  hand,  the  possibility  has  not  been 
ruled  out  that  precisely  as  a  rule  it  often  hap- 
pens that  the  more  power  a  ruler  holds  the 
more  uncontrolled  his  power  will  be.  Power  is 
essentially  corrupt  in  nature,  said  Lord  Acton. 

Such  nuances  do  not  appear  in  this  book 
Since  it  merely  presents  an  outline  of  the  con- 
cept of  Javanese  power,  which  constitutes 
material  most  suitable  for  other  researchers  to 
make  a  more  indepth  study.  It  even  leaves  no 
room  for  a  closer  examination  of  this  power 
concept  compared  with  the  one  according  to 
Machiavelli  (Sang  Penguasa.  Jakarta: 
Gramedia,  1987),  where  a  king  or  ruler  was 
given  the  appropriate  right  to  commit  crimes  in 
accordance  with  the  moral  standard  for  the 
sake  of  the  grandeur  of  his  power. 

The  first  part  does  in  fact  already  include 
the  broad  outline  of  the  contents  of  the  book, 
thematically  well-arranged  from  the  five  ar- 
ticles published  before  in  various  media.  The 
second  part  is  subtitled  "Specific  Concepts" 
and  the  third  part,  "Self-portrayal  of  Kings" 
which  is  complementary  in  nature.  Various 
titles  for  the  Mataram  kings,  such  as,  sultan, 
concubine,  parameswari  are  perceived  as  the 
continuation  of  the  discussion  on  the  successful 
performance  of  the  farmer  dynasty  in  imper- 
sonating the  .dynasty  of  kings.  And  finally  by 
presenting  two  more  articles  belonging  to  the 
post  Mataram  era,  "The  Superior  Blood  of 
Pangeran  Mangkubumi,"  and  "Pangeran 
Diponegoro:  Symbol  of  National  Heroism," 
the  framework  of  this  book  becomes  clearer.  It 
is  the  framework  of  the  concept  of  the  applica- 
tion of  Javanese  power  in  the  Mataram  era. 

One  cannot  prevent  this  book  from  being 
regarded  as  an  anthology  of  previously 
published  articles,  the  more  so  since  according 
to  the  writer  in  the  introduction  they  were  often 
used  in  response  to  a  certain  actual  theme,  such 
that  this  book  is  also  not  free  from  many 
duplications.  A  great  number  of  information, 


discussions,  data  already  presented  in  the  front 
pages  are  duplicated  in  the  following  article. 
For  instance,  concerning  the  language  usage  of 
krama,  the  excellence  of  Pangeran  Puger,  the 
doctrine  of  agungbinatara,  though  these  may 
also  be  imperative  in  complementing  the  ideas. 

The  historical  presence  of  the  Mataram 
dynasty  highlighted  so  white,  also  as  white  as 
the  issue  of  the  necessity  of  a  king  to  have 
many  concubines  (p.  133)  is  illustrated  so  clear- 
ly and  easy  to  understand.  It  was  a  dynasty  of 
struggle,  which  had  to  enhance  itself  con- 
tinuously, since  only  in  this  way  would  the 
dynasty  be  more  recognised  as  a  dynasty  of 
kings. 


Rice,  the  Fruit  of  Man's 
Dedication 


Rice  Cultivation  in  Java  (in  Indone- 
sian: Budidaya  Padi  di  Jawa)  by  Sa- 
jogyo  and  William  L.  Collier.  Jakar- 
ta: Yayasan  Obor  Indonesia  and 
Gramedia,  1986,  339  pp.  This  review 
article  by  Sjamsoe'oed  Sadjad  is 
translated  from  Kompas,  15th  March 
1987. 


If  I  were  the  editor  of  this  book,  I  would 
have  given  it  the  above  mentioned  title  since 
time  immemorial  up  till  now,  paddy  farmers 
have  always  aroused  controversial  views.  One 
side  say  it  is  not  profitable  while  the  other  side 
contradicts  it.  Nevertheless,  one  thing  is  cer- 
tain, i.e.  owing  to  the  dependence  on  rice  as 
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staple  food,  paddy  cultivation,  particularly  in 
Java,  consequently  has  its  economic  as  well  as 
political  implications.  Whatever  form  of 
government  existing  in  Indonesia,  be  it  during 
Dutch  colonialism,  Japan's  militarism,  or  the 
Independence  Era,  the  cultivation  of  paddy 
constitutes  the  key  for  national  welfare. 

The  reason  is  that,  aside  from  the  fact  that 
a  number  of  the  population  have  to  be  fed  with 
rice  2-3  times  a  day,  the  rice-field  workers' 
wellbeing  should  also  be  paid  attention  to. 
However,  producers  and  consumers  in  general 
use  the  services  of  middlemen  who  undoubted- 
ly expect  something  in  return.  In  this  case  the 
farmers  sometimes  feel  that  they  are  placed  at  a 
disadvantageous  position  since  the  very  con- 
spicuous difference  of  prices  during  harvest 
and  planting  season.  On  one  occasion  the 
farmers  feel  that  as  producers  they  have  to  sell 
their  produce  at  a  very  low  price,  while  on 
another  occasion  being  in  the  position  of  con- 
sumers have  to  buy  the  produce  of  their  own 
labour  at  a  price  which  is  very  often  beyond 
their  reach. 

In  view  of  such  a  scenario  which  has 
become  as  it  were,  a  routine  procedure  every 
year,  certain  third  parties  conducting  research 
on  rice  in  Java  have  drawn  the  conclusion,  or 
at  least  questioned,  as  to  whether  it  is  true  that 
rice  farming  on  rice-fields  in  Java  is  beneficial 
to  the  farmers. 


SACRED 

From  this  book  edited  by  Sajogyo  and  Col- 
lier who  present  the  writings  by  prominent 
social  scientists  of  the  late  19th  and  early  20th 
century  during  Dutch  colonial  period  and  one 
writing  by  our  own  social  scientist  during  the 
early  independence  period,  one  can  understand 
how  paddy  cultivation  has  been  a  crucial 
problem  since  time  inmmemorial,  which  has 
not  been  the  sheer  concern  of  farmers  in 

rural  areas,  but  that  of  the  whole  nation  as 
weli;  and  it  also  is  related  to  the  entire  humani- 


ty on  this  earth. 

Even  in  ancient  Europe  people  were  liable 
to  a  death  penalty  if  they  grew  rice,  but  people 
secretly  grew  it  since  this  commodity  is  very 
profitable.  On  the  island  of  Java  rice  cultiva- 
tion is  considered  sacred.  The  satisfaction  at 
cultivating  rice  is  not  sought  from  the  market 
point  of  view  but  from  another  angle.  The 
legend  which  has  been  told  from  generation  to 
generation  amongst  the  people  of  Java  has 
been  written  accurately  by  Sollewijn  Gelpke. 
Rice  was  a  gift  from  Batara  Guru,  and  a  good 
method  to  grow  rice  was  taught  by  Batara 
Guru,  aside  from  the  obligation  to  give  an  of- 
fering in  order  to  obtain  good  crops. 

For  a  linguist,  reading  Gelpke's  writing  is  a 
valuable  input.  However  for  a  modern 
agronomist,  who  is  currently  serving  as  an 
agricultural  extension  specialist,  such  tradi- 
tional knowledge  taught  by  the  ancestors  as  can 
be  read  in  mentioned  writing  is  impossible  to  be 
fully  applied.  The  teaching  on  agronomic 
techniques  can  also  be  found  in  those  ancient 
directives,  such  as  how  to  apply  water  on  the 
seedbed,  how  to  cultivate  land  so  as  to  become 
arable  land,  and  how  to  apply  water  on  the 
field  to  stimulate  the  growth  of  paddy  roots. 
However,  holding  slametans  (communal 
feasts)  frequently  before  each  paddy  planting 
season  and  the  attachment  of  farmers  to  the 
days  that  are  considered  good  for  embarking 
upon  work  on  the  rice-field  has  greatly  di- 
minished the  efficacy  of  work. 

NOT  PROFITABLE 

Rice  cultivation  on  the  rice  fields  in  Java 
has  been  considered  as  not  profitable  and  even 
critical  as  pointed  out  by  van  der  Elst.  There 
are  many  other  industrial  crops  on  the  rice  field 
area,  such  as  sugar  cane  and  tobacco,  which 
seem  to  be  more  lucrative,  in  addition  to  the 
fact  that  the  farmers  are  obliged  to  work  for 
the  central  government,  the  regional  ad- 
ministration or  for  their  own  village,  which  has 
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diminished  their  zest  of  work  and  time  for  the 
cultivation  of  rice  so  that  it  is  not  seriously 
tackled.  The  produce  has  increasingly  declined, 
although  the  planting  intensity  has  been  in- 
creased by  planting  rice  during  the  dry  season. 

Another  writer,  Manggistan  (pseudonym?) 
classifies  the  area  for  rice  cultivation  into  four 
groups,  from  the  surplus  up  to  the  minus  areas 
where  there  are  no  rice-fields.  By  the  end  of  the 
19th  century  it  was  said  that  everywhere  on  the 
island  of  Java,  the  price  of  paddy  was  so  low, 
that  the  people  in  Java  were  very  poor  at  that 
time.  Apparently  the  rice  produced  in  Java  was 
exported  and  the  people  in  Java  had  to  con- 
sume imported  rice  from  Saigon.  The  farmers' 
welfare  at  that  time  is  still  being  doubted  in  this 
writing,  although  the  export  and  import  of  rice 
indicated  a  surplus.  Perhaps  the  writer  wanted 
to  show  that  the  profits  were  being  gained  at 
another  place  not  at  the  rice  farmers'.  What  is 
obvious  is  that  the  number  of  the  population 
had  increased  rapidly  by  the  end  of  that  cen- 
tury. Also  the  land  tax  imposed  on  the  people 
added  to  their  misery.  Out  of  the  13  residencies 
in  Java  with  their  averagely  minus  production, 
only  two  indicated  a  plus  in  the  balance  of  their 
endeavours,  namely  the  Residency  of  Banyu- 
mas  and  that  of  Besuki.  It  was  a  really  sad 
situation,  wrote  van  der  Elst. 

SOCIAL  WORK 

In  the  early  20th  century  Scheltema  wrote 
that  the  average  production  of  ricefields  per 
hectare  ranged  between  1,5  tonnes  and  1,7  ton- 
nes of  dry  unhulled  rice.  Of  the  tens  of  districts 
of  which  the  produce  of  their  ricefields  was 
recorded,  only  a  few  amounted  to  more  than 
2,0  tonnes  per  hectare.  Only  two  districts  of  the 
Residency  of  Besuki  managed  to  produce  near- 
ly 3,0  tonnes  of  dry  unhulled  rice  per  hectare. 
Hence  the  cultivation  of  second  crops  on  rice 
fields  was  intensified.  Although  its  develop- 
ment was  not  evenly  spread  over  the  entire 
island  of  Java,  during  a  time  lapse  of  40  years 
the  extension  of  second  crops  cultivation  on  the 


rice  fields  was  very  obvious  in  the  early  period 
of  this  20th  century. 

The  macro  rice  policy  was  written  by  de 
Fries.  The  policy  of  rice  production  had  been 
adopted  since  the  period  of  the  VOC  (the  East 
India  Company)  in  the  past.  He  wrote  that  be- 
tween 1650  and  1790  the  VOC  arranged  for  the 
export  and  import  of  rice  in  Java  with  no  other 
purpose  than  to  stabilise  its  price.  In  the  early 
20th  century  the  Dutch  colonial  government 
controlled  the  price  of  rice  domestically  by  ar- 
ranging the  export  and  import  of  rice.  If  the 
price  was  going  up,  export  was  prohibited. 

The  form  of  labour  force  in  the  cultivation 
of  rice  was  quite  unique.  Van  der  Kolff  con- 
ducted some  researches  in  some  regions  of  the 
southern  part  of  East  Java.  It  is  in  this  respect 
that  one  could  know  that  rice  cultivation  is  a 
social  work.  The  interdependence  within  the 
rural  community  is  very  striking.  For  those 
who  are  now  actively  involved  in  efforts  to  in- 
crease rice  production,  the  function  of  rice  as  a 
social  commodity  in  these  rural  areas  should  be 
taken  into  consideration. 

In  the  cultivation  of  rice  in  Java  as  written 
by  those  ancient  writers  and  which  is  to  date 
still  prevailing,  there  was  a  close  interaction 
between  nature-farmers-traders-government. 
Hence,  notwithstanding  the  two  recommenda- 
tions by  Scheltema,  who  had  also  pioneered  the 
birth  of  the  Department  of  Agriculture  in  1905 
and  was  born  by  the  end  of  the  19th  century, 
still  reverberates  in  the  ears  of  those  who  live 
1000  years  thereafter.  The  Indonesian  people 
can  still  enjoy  the  taste  of  rice  today  owing  to 
the  dedication  of  the  rice  farmers,  who 
miserably  poor  though  are  still  cultivating  rice. 
In  this  modern  age  Indonesia's  rice  farmers 
should  be  able  to  increase  their  income,  either 
through  improved  efficiency  or  higher  produc- 
tivity of  superior  quality  rice. 

The  editors  of  this  book  has  succeeded  in 
selecting  old  manuscripts  on  rice  cultivation  in 
Java.  Had  the  editors  also  written  the  original 
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titles  of  the  compiled  writings,  when  and  where 
it  was  published,  and  had  they  also  written  the 
conversion  of  the  measurements  of  production 
units  which  are  no  longer  in  use  nowadays, 
such  as,  kati,  pikul,  bau,  it  would  have  made 
the  readers  easier  to  read  those  ancient 
writings. 


The  Underdeveloped  Freedom 


The  Underdeveloped  Freedom  (in  In- 
donesian: Kebebasan  yang  Terham- 
&a//original  title  in  German:  Die 
Unterentwickelte  Freiheit)  by  Jochen 
Roepke.  Jakarta:  Yayasan  Bhina 
Bhakti  and  Gramedia,  337  pp.  This 
review  article  by  Djisman  S.  Siman- 
djuntak  is  presented  at  the  Book 
Discussion,  April  1988,  organised  by 
the  publishers.  Dr.  Djisman  S.  Siman- 
djuntak  is  Programme  Co-ordinator, 
Indonesia's  Economic  System  and 
Structure,  CSIS. 


When  "Die  Unterentwickelte  Freiheit"  was 
published  in  1982,  development  economics  had 
been  engulfed  in  a  deep  crisis  as  Paul  Streeten 
put  it  in  Development  Dichotomies  (World 
Development,  vol.  H,  p.  875-889).  The  need 
for  a  new  paradigm  is  strongly  felt.  In  fact,  two 
major  streams  have  emerged  in  the  meantime. 
The  first  stream  leads  to  dependencia  with 
some  of  its  branches  rejecting  the  development 
economies'  diagnoses  on  traditional  values  on 
the  one  hand  and  its  theraphy  which  amounts 
to  modernisation  on  the  other.  Another  stream 
leads  to  the  rediscovery  of  mainstream  econo- 


mics which  precisely  rejects  the  main  hypo- 
thesis underlying  development  economics, 
namely  the  one  concerning  the  inapplicability 
of  mainstream  economics  to  developing  coun- 
tries. 

It  may  not  be  totally  correct  to  include  Die 
Unterentwickelte  Freiheit  of  Roepke  into  the 
latter  stream.  However,  this  inclusion  is 
justifiable  on  one  account  namely  Roepke's  ad- 
mission that  his  unified  paradigm  or  inter- 
disciplinary paradigm  as  it  is  described  in  p.  28, 
is  drawn  from  Schumpeter's  theory  of  develop- 
ment, the  fact  alone  that  it  has  been  referred  to 
as  a  unified  paradigm  of  development  or  inter- 
disciplinary paradigm  (p.  28)  based  among 
other  things  on  development  itself  as  a  success- 
ful new  combination  in  line  with  Schumpeter's 
development  theory,  seems  to  justify  the  afore- 
mentioned categorisation.  That  Die  Unteren- 
twickelte Freiheit  is  incompatible  with  the 
logics  of  allocation  which  idealises  perfect 
competition,  is  explicitly  noted  in  p.  31.  How- 
ever, what  has  been  contended  by  Roepke  con- 
cerning rationality  such  as,  —  according  to 
Roepke,  reform  fails  precisely  because  of  the 
rationality  of  the  people  involved  (p.  32)  -- 
sounds  disconcerting. 

Roepke's  book  entails  a  big  number  of 
ideas  many  of  which  are  non-economics  in 
nature.  What  is  done  in  this  review  is  the 
discussion  of  the  Schumpeterian  logic  of  de- 
velopment followed  by  Roepke.  What  are  the 
determinants  of  a  successful  development? 
What  obstacles  hinder  an  Schumpeterian  de- 
velopment in  Indonesia?  What  is  the  essence  of 
development  policy  as  an  innovation  policy 
which  is  explored  in  the  last  chapter  of 
Roepke's  book?  I  merely  want  to  highlight  the 
logics  of  development  as  contemplated  by 
Schumpeter  as  regards  the  determinants  of  his 
success,  the  powers  hampering  such  develop- 
ment in  Indonesia  and  the  significance  of 
development  policy  as  a  policy  of  innovation  as 
hinted  in  the  last  chapter. 

Developing  countries  may  learn  a  great  deal 
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through  an  indepth  study  of  this  logic.  How- 
ever, accepting  Schumpeter's  logic  of  develop- 
ment means  accepting  the  logic  of  competition. 
It  is  in  this  respect  that  the  conflict  between 
Schumpeter's  logic  of  development  and  the 
paradigms  of  development  economics  appears 
no  less  strongly  exacerbating  than  that  between 
the  latter  aforementioned  and  the  non-Schum- 
peterian  mainstream  economics.  This  conflict, 
however,  has  not  been  taken  into  consideration 
by  Roepke  who  does  on  no  account  in  Die 
Unterentwickelte  Freiheit  (p.  1)  pay  heed  to  the 
paradigms  of  development  economics. 

To  accept  Schumpeter's  logics  of  develop- 
ment means  to  justify  the  two  Schumpeterian 
hypotheses.  The  first  of  them  relates  to  the 
positive  relationship  between  innovation  and 
monopolistic  power  and  the  second  one  con- 
cerns the  more  than  proportional  relationship 
between  the  capability  to  innovate  and  the  size 
of  a  firm  (Morton  I,  Kamien  &  Nancy  L. 
Schwartz,  Market  Structure  and  Innovation, 
Cambridge  Univ.  Pr.  1982,  p.  22).  As  Richard 
Nelson  puts  it  there  is  a  trade-off  between  static 
efficiency  and  progressiveness.  There  are 
superior  methods  of  production  which  con- 
stitute outstanding  features  of  the  typical  large- 
scale  units  of  control,  though  mere  size  is 
neither  necessary  nor  sufficient  for  it  (Joseph 
A.  Schumpeter,  Capitalism,  Socialism,  Demo- 
cracy, Allen  &  Unwin,  1943,  p.  101).  This 
trade-off  has  indeed  been  touched  upon  by 
Roepke,  but  only  in  passing.  It  lessens  the  at- 
tractiveness of  Schumpeterian  logic  of  develop- 
ment to  developing  countries  which  over  the 
years  suffer  from  too  much  egalitarianism. 

Competition  continues  to  prevail  in  Schum- 
peterian economics.  Aside  from  price  competi- 
tion as  expounded  neatly  in  microeconomics, 
there  is  innovation  competition  which  comes 
even  from  outside  an  industry.  Should  there  be 
a  monopoly  in  steel  industry,  competition  will 
still  be  felt  by  the  monopolist  concerned 
(Schumpeter,  Capitalism,  Socialism,  Demo- 
cracy, p.  85).  In  this  case  the  arena  of  competi- 
tion is  centred  on  search,  research  and  develop- 
ment. 


Entrepreneurs  play  a  very  important  role  in 
innovation  competition  and  hence  also  in  the 
success  of  new  combinations  or  development. 
Lack  of  innovation  owing  to  the  shortage  of 
entrepreneurs  is  seen  by  Roepke  as  the  cause  of 
poverty  in  Indonesia  (p.  39).  However,  Roep- 
ke's  elaboration  (p.  34-38)  does  not  pursue  fur- 
ther the  assertion  that  enterpreneurs  are  unique 
to  a  market  economy.  As  long  as  there  is  no 
clear  distinction  between  economiser  and  enter- 
preneur  the  two  species  of  people  will  be  put  in- 
to one  basket  by  most  people  in  developing 
countries. 

Equally  important  for  innovation  competi- 
tion is  the  innovation  itself.  What  Roepke  em- 
phasized in  this  respect  is  the  competence  to 
act,  though  other  ingredients  of  an  innovation 
are  also  mentioned.  But  the  extent  of  freedom 
underlying  the  competence  to  act  has  not  been 
adequately  explored  by  Roepke.  This  kind  of 
exploration  is  important  because  too  great  a 
freedom  may  turn  out  to  be  counter  productive 
to  progressiveness.  Yet  even  among  the  Aus- 
trians  there  is  no  consensus  with  respect  to  the 
debate  on  negative  freedom  versus  positive 
freedom.  This  is  not  immaterial.  The  rejection 
of  market  economy  by  most  developing  coun- 
tries is  often  a  rejection  of  negative  freedom  at 
least  in  a  formal  sense.  That  this  rejection  leads 
to  an  extensive  trading  of  freedom  (to  do 
business)  is  an  irony. 

In  the  context  of  a  developing  country  such 
as  Indonesia,  it  appears  useful  to  treat  the  shor- 
tage of  entrepreneurs  as  the  result  of  a  lack 
of  competence.  The  problem  is  that  Roepke 
does  not  unfold  the  secret  of  European,  Ameri- 
can or  Japanese  competence  or  the  Indonesian 
incompetence.  Nevertheless,  it  is  interesting  to 
read  the  chapter  of  Unterentwickelte  Freiheit 
on  the  control  of  the  environment  in  such  a 
way  as  not  to  make  entrepreneurs  desperate. 
What  is  difficult  is  to  transform  this  idea  into  a 
policy.  It  is  questionable  whether  the  limitation 
on  competition  derived  from  imports  which  is 
being  considered  as  something  normal,  is  suffi- 
cient to  moderate  the  intensity  of  competition 
so  as  not  to  frustrate  newcomers.  Furthermore, 
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reducing  the  complexity  of  the  environment 
which  seems  to  call  for  state  interference,  is 
likely  to  fail  because  of  the  lack  of  bureaucratic 
capability,  corruption  and  the  lack  of  financial 
resources. 

In  terms  of  the  Schumpeterian  economy 
outlined  above  it  is  the  oppression  of  enter- 
preneurs  before,  during  and  after  the  colonial 
period  that  deserves  to  be  paid  the  highest 
attention.  It  is  only  the  actors  who  have 
changed  in  the  cases  where  freedom  to  under- 
take is  oppressed.  Cases  where  oppression 
softened  or  even  was  replaced  by  freedom  are 
also  very  small  in  number.  That  according  to 
Roepke,  only  the  agents  were  changed,  and 
that  cases  where  oppression  was  moderated  or 
pushed  aside  by  liberty,  are  very  limited.  Also 
interesting  to  explore  is  Roepke's  hypothesis  on 
the  "purchased  competence  to  act."  The 
testing  needs  not  be  limited  to  Chinese  business 
people  only.  What  has  been  defined  by  Roepke 
as  purchased  competence  to  act  is  also  enjoyed 
by  some  indigenous  people,  sometimes  even  at 
preferential  prices  or  even  gratis.  There  is 
abundant  material  discussing  such  a  rent  seek- 
ing economy.  However,  what  needs  to  be 
underlined  is  the  fact  that  it  undermines  the 
principles  of  equal  opportunity.  As  long  as  the 
degree  of  the  competence  to  act  a  businessman 
enjoys  is  the  function  of  its  ability  to  pay  the 


price,  business  concentration  will  continue  to 
worsen,  and  there  are  signs  that  it  has  in  fact 
taken  place. 

Roepke  seems  to  have  left  the  Schumpe- 
terian economy  when  he  discussed  the  Chinese 
dimension  in  Indonesia's  economic  develop- 
ment. The  dichotomy  of  indigenous  --  non- 
indigenous  which  is  a  wrong  dichotomy,  is 
strongly  felt  in  Die  Unterentwickelte  Freiheit. 
Perhaps  the  heart  of  the  matter  is  that  a  non- 
zero price  has  to  be  paid  for  the  competence  to 
act.  However,  all  of  the  standard  allegations 
against  Chinese  businessmen  appear  in  this 
book.  Chinese  domination,  the  milking  of  the 
cows  nurtered  by  the  Dutch  (p.  25),  the  pur- 
chase of  the  competence  to  act  as  of  the  past 
until  now  (p.  222),  the  Chinese  conspiracy  has 
made  life  more  difficult  for  indigenous 
businessmen  (p.  224),  the  Chinese  Connection 
(p.  225)  are  examples  of  the  allegations.  Un- 
fortunately, Roepke  presents  no  new  evidence. 
He  apparently  envisages  positive  freedom  for 
the  indigenous,  though  not  specifically.  While 
elsewhere  Roepke  touches  upon  the  principles 
of  nondiscrimination.  Is  there  any  Schum- 
peterian solution  of  the  above  mentioned  pro- 
blems of  imbalance?  Seemingly  the  idea  of  pro- 
tecting competition  so  as  to  minimise  the  abuse 
of  economic  power  needs  also  to  be  explored. 
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